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P R 0 C E E D I N G S 
--ooOoo--
CHAIRMAN ELDER: The hour of 10:00 having arrived, I'd 
4 ike to welcome you. I hope all of you have had a pleasant trip 
5 nd that your accommodations are satisfactory, and that 
6 ventually you'll be compensated for your out of pocket expenses. 
7 Mr. Cox is avoiding my glance. 
8 We are meeting here today to receive the report of the 




















eetinqs: one in October and one in November to study the 
roposals, and a last meeting in early December, which will focus 
on adopting the final report. 
There are three proposals prepared by the staff for 
consideration by the Panel today. 
The first proposal relates to health care benefits. The 
proposal recommends that STRS not be involved in any way in the 
provision of health benefits for members and retirees. The 
proposal also recommends a link between STRS and Social Security 
to insure the provision of Medicare to all retirees over 65. 
The second proposal calls for a second tier retirement. 
program for teachers. The features of the two-tier program are 
an increase to age 65 for normal retirement, with the employer 
!paying the total normal cost of the benefit. 
The proposal also recommends the employer pay all Tier I 
costs above eight percent and state responsibility for 
amortization of the unfunded liability. 
2 
1 The third proposal calls for a Tier II retirement 
2 rogram with Social Security supplementation. The features of 
3 this proposal include: higher retirement age, 65; reduction in 
4 enefits from two percent per year to one percent; an increase in 
5 the COLA to three percent; and the elimination of other benefits 
6 to them by Social Security. This proposal would call for an 






















b~nefits as are included in the other Tier II proposal. 
'l'oday we will concentrate on the material in Volume II. 
Tomorrow, we will focus on the recommendations themselves, as 
contained in volume I. 
It will be necessary to study each recommendation of the 
staff and adopt, modify or reject their proposals. All of this 
must be done in a time period of approximately 12 weeks. 
It should ne recognized that these proposals are not 
necessarily endorsed by either the staff or Panel members. They 
are put forLh solely to stimulate discussion and, hopefully, 
solutions. 
I'd like now to ask if any of the other Panel members 
have an opening statement they would like to make. 
Seeing none, I would like to then proceed to the staff's 
indicating how they see this report being outlined, and how to 
!proceed from here. 
I 
I 
I MR. COX: Thank you, Mr. Chair. 
My name is Dave Cox, and as of today, I'm acting Project 






























On my right is Bob Roberts, the Deputy Executive Officer 
of the State Teachers' Retirement System. On my left is Weston 
Hulse, the Research Specialist for the State Teachers' Retirement 
System. 
In the audience we have the staff of the Task Force. 
The staff will come up on an individual basis and respond to any 
questions that the members have relative to areas of expertise 
that they're responsible for. 
A brief background. I have served as consultant to the 
State Legislature for the last 12 years in the capacity of 
Consultant to the Assembly Corporations Committee, Commerce and 
Public Utilities Committee, and more recently, the Public 
Employees and Retirement Committee. 
Prior to that time, I was State Affairs Analyst for the 
California Taxpayers' Association. Prior to that, I served four 
years as Budget Analyst with A. Allen Post, Legislative Analyst 
in the State Legislature. Prior to that, I was a consultant with 
Alexander Proutfoot, a managerial Consultancy firm, working out 
of Chicago, Illinois. 
We have some good news, and we have some bad news this 
morning. The bad news is, we do not have any organization corning 
forth asking to sponsor a lunch for the members. 
The good news is that we met last week with the 
representatives of the State University, the entity that's 
administering our budget, and they have guaranteed us that the 
travel vouchers will be paid in full this week, and hopefully by 
tomorrow. So, we will double check on that tomorrow, and if at 
4 
1 all possible, get the money to you before you adjourn tomorrow 
2 afternoon. 
3 MS. POWELL: We can at least solve the unfunded 
4 liability of the members of the Panel. 
5 CHAIRMAN ELDER: Without further ado, then, it will be 
6 my pleasure to host lunch today. And I'm sure that in the 
7 intervening period of time, while we're lalking, suitable 
8 arrangements can be made. I would suggest in the interests of 




















So, you have achieved one of the goals, and that's 
getcing a sponsor. 
Next, I might tell you all the while you are all 
I 
concerned a~out the payment of your expenses, which is only 
rignt, I had Friday som~one come into my office who was a 
principa~ at a high school and a junior high school 
.:>intultaneously. I think lhe only less desirable job that I can 
th1nK of right at the moment would be being possibly the campaig~ 
direr.tor for thE:: Walter Mondale campaign. 
Anyway, this fellow had a heart attack and almost died. 
An :i he survived it, and had not received any money at. all for 27 
months after his near fatal heart attack and heart surgery, and 
was at the point of going through trash cans trying to get enough 
1 
co eat, which some people might think is an appropriate fate for 
I 
I a principal of any kind of a school. 
I 
j 
I .;o, he got. 27 months, and he contacted my office. I 
think largely as a result of Mr. Cox's effort and some of my 
!! 
II 
district office staff, he had a check for 8 months of that back 
,. ·-···-· -· ... 
I 
5 
1 compensation within 2 days. And then he had a check shortly 
2 thereafter for 80 percent of what they estimated he would 
3 otherwise be eligible for. And then, after waiting 12 months, he 
4 contacted my office again because the other 20 percent had not 
5 been forthcoming. He got a check very quickly after that. 
0 
6 He came into my office to really tell me what a terrific 
7 job had been done by my staff. So, at the present time, he still 
8 has not received his first month's check for when he became 
9 
disabled, and/or his cost of living increases, which are 2 
10 
percent, dnd I didn't have the heart to tell him about the 
11 
percentage interest penalty for payments beyond that were held up 
12 more than 30 days. 
13 
But I just thought I'd like you all know that we're 
14 
looking into that, and it's my hope that we can get him a check 
15 
that he's not expec~ing for a considerable sum of money for 
16 
having to suffer those indignities, which it's a wonder it didn't 
17 
kill him. Which may have been, frankly, the object of the 
18 
exercise in the fjrst place, because it certainly helps to take 
19 
care of the unfunded liability, doesn't it, if we can kill these 
20 
guys off before they get their first check. 
21 
So, I just want to let you know my general mood as we 
22 
approach this subject area, and I would be expecting a full 
23 
24 
i report on this gentleman's case. 
', That kind of lets you all know where I'm coming from as 
25 
it relates to our retired teachers. I think it's one of the 
26 
great travesties of justice as to the way they're treated when 
27 
they get retired. 
28 
... --·----·--···-·-·· -----------· . ---·-----··. ···-----~----·---·- -------·-··- ~~·----~--- --··· ___ .... -----~---~-.-.-·-·----
6 
1 With that, Mr. Cox, if you will simply indicate where 



























MR. COX: Thank you. 
CHAIRMAN ELDER: I assume your call was about lunch? 
MR. COX: Yes, sir. 
CHAIRMAN ELDER: Very good. 
MR. COX: As stated by the Chair, this morning we would 
propose a review of Volume II, the larger of the two books, and 
tomorrow morning, a review of Volume I. 
As you noted, Volume II contains 27 sections, each 
discussing a different aspect of STRS; some presenting 
alternatives, some just providing basic facts, and many of them 
suggesting recommendations. 
The main purpose of the recommendations is to promote 
discussion by the Panel members. 
Volume I also consists of areas of discussion of three 
basic proposals: One, health care; two, two-tier retirement; and 
three, two-tier retirement with Social Security being 
supplemental. 
It is our hope that as a result of these discussions, 
the Panel, through consensus, will be able to provide us with 
sufficient direction that will enable us to return at our next 
scheduled meeting, which is October 15th and 16th, with a program 




1 recommendation by our November 7th and 8th meetings. 
As you are aware, the goal of the Task Force is to 































Assembly and the Senate PE & R Committees early in December, and 
then the outcome of that meeting would be placed into legislative 
form for introduction sometime very early during the 1985 
legislative session. 
With your permission, then, we will, step-by-step, 
section-by-section, go through Volume II, and I will just very 
briefly introduce each section. Then, if you have any questions 
of staff, the individual staff members will come forth and 
respond to your questions, or Bob, or Wes here will be available 
for responding also. 
Section or Appendix A is informational. 
MR. SLIVKOFF: Point of personal privilege.· 
I'd like to commend the Chairman for selecting an 
excellent choice as Project Director either in the interim or for 
the completion of the program. I think that what I've seen has 
just been outstanding. 
Thank you. 
CHAIRMAN ELDER: Don't let that go to your head, Mr. 
Cox. We're expecting great things out of you. 
MR. COX: I've been around here too long to let 
something like that go to my head. 
(Laughter. ) 
CHAIRMAN ELDER: All right. 
Can you tell us where you are? That would be a good 
beginning. I think you're on A-1, aren't you? 
MR. COX: Section A-1 is informational, and it consists 
of three parts. 
8 
1 CHAIRMAN ELDER: This is the normal horror sheet that we 
2 have been looking at for sometime. Despite all of my 
3 protestations, I have not been able really to materially effect 
4 the look of this page. 
5 I think graphic arts could at least help us a little bit 
6 here, but I wouldn't have anything to offer particularly. It's 
7 still, however you arrange it, it's still bad news. 
8 MR. COX: The bottom line is, of course, that the 
9 shortfall of the funding of normal costs is 3.56 percent of 



















Force, how to either reduce or eliminate that shortfall. 
CHAIRMAN ELDER: Mr. Cox, in trying to interest the ever 
absent media in this problem, I've tried to think of ways to 
explain it to them that they can grasp. I recognize that their 
attention span's very short. And the electronic media seems to 
be 48 hours behind the print media, and the print media is 48 
hours behind the facts. 
It seems to me that in looking at this problem, we're 
going in the hole about a billion dollars a year. 
Is that true? Is that a fair thing to say? Or is that 
just somebody's scientific wild guess? 
MR. ROBERTS: This year it'll be about 350 million, Mr. 
Chairman. 
CHAIRMAN ELDER: That we're going to have a deficit of? 
MR. ROBERTS: Yes. If we take the payroll, as footnoted 
i
on Page A-1 at $7.77 billion, take that times the 4.46 percent, 
I that's the number in this particular year that we will increase 
the unfunded obligation. 
9 
1 CHAIRMAN ELDER: That's primarily because the Governor 
2 put $512 million in his budget. Is that partly the reason it's 
3 less at this time than it has been in the past? 
4 MR. ROBERTS: No, this number does not recognize the 
5 budgetary process that we just went through. This is assuming 
6 all the money's in. 
7 CHAIRMAN ELDER: What I'm saying is, in the absence of 
8 that money, then this figure would be $512 million larger; is 
9 that correct? 
10 MR. ROBERTS: That's true, yes. 
11 CHAIRMAN ELDER: It would be $862 million, essentially? 

















CHAIRMAN ELDER: All right, and that is the scope of the 
problem. 
MR. ROBERTS: For this year. 
CHAIRMAN ELDER: Let me just say what I was trying to 
get to. 
If you say it's $350 million, it basically says we're 
going in the hole a million dollars a day, in round numbers. 
That's something that the media can understand, I think, 
and it's a more graphic way to really get to it. 
In my speeches around the state, I have said that we 
have about a $10 billion unfunded liability, absent I guess the 
Russell feelings on that, and that we are going in the hole about 
a billion dollars a year. Maybe this is old news. And I'm just 
saying this because I'd like to be accurate in what I'm 
representing to the various groups to whom I speak. And that in 
10 
1 10 years, we would have to start selling the stocks and bonds 
2 that are in the system, and that at this rate, in 10 years after 
3 that, we would have sold all those stocks and bonds, whereupon 
4 the unfunded liability would be approximately $50 billion. And 
5 we would have to lay off teachers in order to make the contracted 
6 for payments to the retirants, at least. 
7 I guess that's the worst case scenario, but that's 
8 basically what I've been saying. And regretfully, I haven't been 
9 able to wake anybody up yet. So, I don't know whether they just 
10 tune it out or whatever. 
11 Of course, I guess with $200-some billion deficits, 
12 nobody's afraid of anything anymore. 
13 Burt. This is Burt Cohen, everybody. I have no idea 
14 
where he's from, but he has a nice name tag there. 
15 
MR. COHEN: Thank you, Mr. Chairman. I'm representing 
16 
the Department of Finance today. 
17 
CHAIRMAN ELDER: You're with the Department of Finance? 
18 
MR. COHEN: That's right. 
19 
CHAIRMAN ELDER: And tomorrow as well, I would presume. 
20 
MR. COHEN: I might hope so. It may depend on the 
21 
outcome of this meeting. 
22 
CHAIRMAN ELDER: What can I do you out of? 
23 
MR. COHEN: Mr. Cox, I was wondering, the table on A-1, 
24 
does that include the State's AB 8 contribution? 
25 
MR. COX: As Bob stated, the Table on A-1 assumes, 
I assumes, that all 
26 

































MR. COHEN: Where in the Table would the ~ 8 
contributions show up? 
CHAIRMAN ELDER: Is that the 40-year amortization 
funding? That's at the top, 5.19 percent. 
MR. ROBERTS: If I may, Mr. Chairman, if you'll notice 
the 3.94, that's the AB 8 money essentially. It says, "State -
Unfunded Obligation, 3.94". Do you see that? 
MR. COHEN: Yes. 
MR. ROBERTS: That's where the AB 8 money is. That's 
the contribution by the state towards the unfunded obligation, 
equivalent to 3.94 percent of payroll. 
I don't recall the exact numbers for this year. It's 
about $336 million, Wes, is that right? 
MR. HULSE: I don't really know. 
CHAIRMAN ELDER: It's a formula spelled out in the bill. 
In terms of a percentage, that's what they calculated it to be. 
All right. Go ahead. 
MR. COHEN: What percentage will that reach when the AB 
8 contribution reaches its maximum about 10 years from now? 
I 
MR. ROBERTS: Won't change. This is it until there's a 
change in the program or a change in the level of contributions. 
MR. COHEN: Well, the law increases the contribution 
1 each year. 
I 
MR. ROBERTS: But the dollar amount goes up, yes. As a 
percentage of payroll, it will remain the same because, as the 
contributions are based on payroll, and this simply recognizing 
that as a level percentage of payroll, the percentage you're 
12 
1 looking at. So, even though the dollar amount changes, the 
2 percentage of payroll remains the same. 
CHAIRMAN ELDER: It gets to be an astronomical number. 
4 It's already very large. 
5 MR. COHEN: Thank you. 
6 CHAIRMAN ELDER: There's no joy in Mudville. It's a lot 
7 of money. 
8 All right, we have two other questions. Judy, did you 
9 have a question? 
10 MS. POWELL: I wanted to focus for a second on the fact 
11 that we are in fact, we do have in our agenda for the STRS Board 

















assumptions on which this is based; correct? There is some 
question as to whether our actuarial assumptions are really as 
valid as they ought to be. So if in fact they were determined 
that we should be operating under another set of actuarial 
assumptions, that could at some point change this particular 
picture; is that right. 
MR. ROBERTS: That's true. 
CHAIRMAN ELDER: One solution is to hire an endless 
number of actuaries until we get the appropriate number. 
Dorothy. 
I MS. MOSER: Part of the purpose of the reason for 
!· looking at the actuarial assumptions is because we now have a 
different law and different requirements in terms of what we may 

































CHAIRMAN ELDER: No one should be optimistic about that. 
I mean, I think the stock market is a disaster for us, but we're 
going to plunge mightily ahead and lose our assets at the 
earliest opportunity. 
MS. MOSER: I think it's important that this Panel be 
ever aware of the fact that when the Barnes Act became operative 
in 1972, that the state presented the STRS system with a large 
unfunded obligation. And because of the way the legislation was 
written, with the employer starting to pay in at 3.2 percent and 
phasing its way into the 8 percent, it was mandated that the 
unfunded obligation would grow, simply by the very nature of the 
way the whole thing was put together. 
And prior to '72, the state had been paying as-you-go 
for retirees. And they had realized that it was going to amount 
to payments in the billions of dollars if something wasn't done 
to begin to fund this system. 
So, we're talking about an unfunded obligation, I think, 
just under 6 billion in 1972, and that of course has had an 
opportunity to grow. 
I think it's important that we do remember where this 
obligation carne from; the unfunding of the obligation came from. 
CHAIRMAN ELDER: It was an inherited problem to some 
extent because of prior to '72. 
MS. MOSER: And then the way the employer contributions 
were phased in. 
14 
1 CHAIRMAN ELDER: All right. If we could proceed, now, 
2 and we'll move rather more rapidly. 
3 MR. COX: One further point, if I may, Mr. Chair. 
4 I think in speaking of the Barnes Act, and the reasons 
5 for the unfunded liability being as large as it is, it should 
6 also be noted that the actuarial assumptions that were adopted in 






















retirement age and also the inflation factor, specifically, were 
quite -- I won't say erroneous, but certainly missed the mark. 
CHAIRMAN ELDER: All right, moving along. 
MR. COX: Section A-2 breaks down the cost of the 
various major components in the present STRS benefit. The total 
normal is, as you note, 19.56 percent of payroll. And the six 
basic costs that make up that particular normal cost are 
reflected here. Obviously, the largest cost is the service 
retirement formula. 
CHAIRMAN ELDER: Mr. Cox, in that connection, is there 
much detail on that, or is that just basically -- we have a lot 
of detail, except for 84.26 percent of the cost. That's a 
significant part to not have very good detail on. 
MR. COX: I think detail is available. It might not 
necessarily be in this particular Volume, but Bill Smith, the 
actuary servicing the system, has whatever figures you need. And 
if you have specific questions or specific figures you want this 
I 
~ morning, I'm sure we can have those by afternoon or tomorrow 






























CHAIRMAN ELDER: What I'm specifically getting at is, 
there is substantial detail in items 2 through 6; whereas the 
16.26 figure is just presented to us as a block. 
15 
Is the 16.26 percent figure broken out in some way, or 
is it just carried as a single line item in your expenditures? 
I'm sure someone here can answer. We don't have to call 
Mr. Smith. 
Mr. Roberts or Mr. Hulse, you probably are aware. 
MR. ROBERTS: If I may, Mr. Chairman, this is a single 
line item, and the intent of this chart is to demonstrate that 
the largest single cost to the System is the normal service 
retirement program. 
As you can see, those people who are actively teaching 
today, 83 percent of the cost for this program is attributable to 
those members. All of the rest of this is -- shows the cost, for 
example, the disability, death benefits, so on, which are 
relatively minor costs when you compare it to the service 
retirement program. 
The idea behind this schedule was to demonstrate to the 
Panel that when we're addressing the issue, that if we're going 
to make real impact, this is the area we're going to have to do 
it in. 
CHAIRMAN ELDER: The 85 percent essentially, or 83.13? 
MR. ROBERTS: Yes, service retirement area is where the 
big cost is. 
CHAIRMAN ELDER: I know there are other questions people 
want to ask, but along this line may I ask you, as long as we are 
i in this particular item, what is nfrom vested status"? 
16 
1 I'm sure it's probably broken out here somewhere, but 
2 those words don't jump off the page and mean anything 
3 particularly to me. 
4 MR. ROBERTS: These are members that are not currently 
























Leen vested; they are not now teaching. 
The idea is that someday in the future, when they reach 
retirement age, they will be drawing a benefit. That's from 
vested status. 
CHAIRMAN ELDER: I see, so it's the potential liability 
of those who've left teaching but who have some service credit 
connected with their 
MR. ROBERTS: And are vested for retirement benefit, 
yes, which is five years. They have at least five years. 
MR. SLIVKOFF: Their money's in the pot. 
CHAIRMAN ELDER: Mr. Docter. 
MR. DOCTER: I think maybe that it's not a potential 
liability. It strikes me that if they've vested it, it would be 
an actual liability that will be paid out at that the time that 
I they reach retirement. 
I I would like to follow up on where our Chairman's been 
I going in terms of some further detail behind the numbers here. 
I What I understand we've got is, we have the present value 
I 
calculations of what the actuary expects to happen in each of 
these categories over some 40 years. 
I 
In order for us to be able to focus on which elements of 






























area, or whether it be any of the other detailed or lesser cost 
but still significant dollar amount items, we need to know what 
the projection is as to which ones, or which pieces of those 
programs are costing the most significant amount of money, or 
perhaps maybe being projected by the actuary to be increasing at 
a more rapid rate than the others, in which case we may either 
need to look at the eligibility thereof, or the payout therefrom 
in order to get a better focus on which pieces of the System 
require the greatest amount of focus. 
I would suspect that, at least from my own perspective 
what I'd like to begin to see, is some of the underlying data 
that the actuary uses that looks at a 5, 10, 15, 20 'year period 
in terms of either dollars, probably both dollars and percents; 
how the actuary envisions that the individual elements are going 
to be growing as related to the total dollars and as related to 
each other. And I think within the service retirement area there 
ought to be some number of breakouts of that that would be 
available. 
You know, are we mostly impacted by the COLA; are we 
mostly impacted by the act of retirement; are we mostly impacted 
by the number of years it requires to vest, et cetera. What are 
the main drivers behind the escalation of that cost. 
CHAIRMAN ELDER: What Mr. Docter is asking is precisely 
-- I think you've gotten into it in some detail as I looked at 
your chart, this thing here, Number 2, where there is some 
detail. 
18 
1 MR. DOCTER: Mr. Chairman, may I just ask, what is a 
2 contingent benefit, number 6? 
3 CHAIRMAN ELDER: Probably everything else. 
4 It' on B-5; there's some detail in B-5 of the smaller 
5 book, Mr. Docter, you'll see that we're kind of getting this out 
6 of the reciprocal. Basically they deal with what looks to be 
7 about 5 percent of the problem here on the 16 percent. If you 
8 will look at B-5, you'll see how some of these elements are 
9 costed. 
10 I've asked for more detail independently of this 
11 hearing, and I think that what Mr. Docter has asked is even more 
12 specific in the kinds of things that he wants to see. And I 
13 think that that is going to be of interest to a few of us who 















may not come away any smarter, but at least we're going to have 
worn out the batteries on our calculators. 
I want 
Dorothy, you had a question? 
MS. MOSER: I am interested in Item Number 4. 
CHAIRMAN ELDER: I thought we'd go through all these. 
MS. MOSER: But it's shown as a cost to the System, and 
CHAIRMAN ELDER: We're on 1; we're going to go to 2 and 
I go through all these. 
MS. MOSER: Because I want to know about that. 
CHAIRMAN ELDER: All right. You'll be recognized. 
On the disability allowance, I guess I was surprised to 
































I've heard the horror stories about the disability program, not 
counting the one I related about the 27 months waiting for a 
check. That probably knocked this down a percent by itself. 
children. 
MS. POWELL: On an administrator's salary, probably. 
CHAIRMAN ELDER: So, 1.12 percent, and .10 to the 
I wonder if you could just sort of detail what the basic 
benefit is there so we'll have an understanding of it. Is it 
basically 50 percent of your salary is the disability? 
MR. ROBERTS: That's the basic benefit: 50 percent of 
your final compensation, plus up to 10 percent up to five 
children. So, the range of disability benefits could be a 
minimum of 50 percent and up to a maximum of 90 percent of your 
final compensation. 
CHAIRMAN ELDER: All right, it would be four children. 
MR. ROBERTS: Four children, yes. 
CHAIRMAN ELDER: So, it would be 90 percent. Would that 
be subject to income tax as a disability benefit? 
MR. ROBERTS: I'm not familiar with the taxing 
provisions, Mr. Chair. 
MR. SLIVKOFF: I don't think it's taxed. 
MS. MOSER: I think it is. 
CHAIRMAN ELDER: So we have uniformity of opinion. 
MR. ROBERTS: Yes, no, and I don't know. 
CHAIRMAN ELDER: Can you get an answer to that·? 
MR. CRIPPEN: Above $10,000 is taxable. 
- -"'···--··--·------·-· .... -·-·----·----··- ----··--- -----··-·------ -·- -- --------· ~.----- .. 
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1 CHAIRMAN ELDER: Let us know what the tax aspects of the 
2 disability are. It's been offered that above $10,000 is taxable. 


























MS. CURTIS: Federal and State? 
MR. CRIPPEN: I understand that's what it is with PERS . 
CHAIRMAN ELDER: The question was whether it's federal 
taxation or state tax. 
MR. CRIPPEN: Federal tax. 
CHAIRMAN ELDER: Federal, okay. 
All right, we'll get some more definition on that, but 
it's basically 50 percent plus 10 percent per child up to a 
maximum of four. 
So a person, theoretically at least, if they were 
disabled and had four children for a period of time, would 
probably wind up with a pay increase for being disabled. 
MR. ROBERTS: Essentially that's true, sir. Their 
take-home pay would be increased, yes. 
CHAIRMAN ELDER: Now, is there some recalculation at 
some point into the future, because obviously the children are 
going to mature, get older. 
MR. ROBERTS: The provisions of the law call for 
normally when the disabilitant reaches age 60, there's a 
recalculation into a service retirement by the service retirement 
I formula, and the lessor of that calculation or the disability 
I 
payment will be paid for the rest of that person's life. 
That's assuming there are no children of the 
disabilitant at age 60. As long as there are dependent children, 






























CHAIRMAN ELDER: I see. It's the lessor of the two, 
however. 
MR. ROBERTS: It's the lessor of the two. 
CHAIRMAN ELDER: In the case of the retirant's 
disability payment, 50 percent of the salary, what growth goes on 
that? Is there some COLA for the disability? 
MR. ROBERTS: There is what we call a salary projection. 
I believe it's 2 percent compounded. 
CHAIRMAN ELDER: So that fact of the matter is that the 
disability retirement will probably be less, I mean if it's for 
any period of time, say, 10-15 years, would probably be less than 
the final calc. on the retirement would be. 
MR. ROBERTS: It could very well be. There are two 
factors that would increase the service retirement: the 
projected salary that I mentioned, 2 percent compounded; and also 
the number of years on disability are added to the working life 
of the person. So, both of those factors in the service 
retirement formula are increased to age 60, and then we calculate 
it. 
So the example you gave is, yes, very probably the 
!disability benefit would be the lessor of the two. 
I CHAIRMAN ELDER: It seems to me that someone who was, 
I say, 55 years of age, and would have worked another five years 
for their normal retirement, gets a 50 percent disability, and 































60, and now, because of a disability, they get 50 percent plus 2 
percent compounded, which is essentially 61 percent, say, for 
rounding-off purposes. So, they're 9 percent worse off because 
they became disabled. 
Is that fair to say? 
MR. ROBERTS: Well, keep in mind, if the options were 
disability at age 55, or service retirement at age 55, they would 
be actuarially reduced for their service retirement at that 
point. So, that would have to be weighed. 
That's not the normal retirement age. Age 55, we 
actuarially reduce the benefit. 
CHAIRMAN ELDER: Of course, v1hen you consider the tax 
consequences, it's probably about a push, isn't it. So, we're 
not being that mean, if you will, in terms of what they might 
otherwise get. 
So, 1.12 percent of our problem is generated by the fact 
of disability retirements, and .10 percent is to the children. 
I noted in your proposal that you're talking about 48 
months as a possibility, rather than for, I guess, until they're 
in college. Is that the way it works out; 18 through 22? 
MR. ROBERTS: Mr. Chair, as I recall that proposal, we 
I were talking there about the family benefit program. 
I 
I 
CHAIRMAN ELDER: I see. 
MR. ROBERTS: Which is the next one down, I believe. 
CHAIRMAN ELDER: Now, then, but by eliminating thi's .10 
in your B-5, if I may suggest to you, you show no savings by 
Jl revising this part of it. 
'I I, 
··-· ··-·--··- --····-·-·· ..... _ ·------ ··---·---~ ... ·---·----..... 
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1 In other words, in your B-5 handout, you suggest that we 
2 revise the limit for disabilitants by including 10 percent 
3 applicable to children and a calculation; and in your determining 
4 of why we should do this, you show zero savings. Yet over here, 
5 you show it as .10. 
6 Are you saying that the costs of either kind of approach 
7 are essentially equal? 
8 MR. ROBERTS: Mr. Chairman, I have to get some help from 
9 Wes on this one. 
10 CHAIRMAN ELDER: Item B-5, item 5 versus item 2, A-2. 
11 MR. HULSE: We're talking about two different things 
12 here, Mr. Chairman. 
13 The recommendation on page B-5 is to terminate child 
14 eligibility at age 18 rather than at age 22, at which it 
15 currently terminates. And there is a small cost savings. 
16 Unfortunately, the savings were so small that dealing with the 
17 figures of hundredths of a percent of payroll do not show up. It 
18 would show up in another digit, because the total cost of 
19 children is only .10 of payroll, and we're dealing now with 
20 paying children from infancy up through age 18 and also up to 
21 age 22. 
22 CHAIRMAN ELDER: So the difference between 18 and 22, 
I about four years, is basically diminimus. 
MR. HULSE: It's that material an issue. 
23 
24 It's more of 
25 an issue of style; of whether children should be covered at this 
26 age or not, more than an issue of being a cost savings. It's a 
27 
program design feature rather than a cost feature. 
28 
24 
I CHAIRMAN ELDER: It just occurs to me that a gratuitous 
2 takeaway for no dollar savings is kind of dumb. I just throw 
3 that out to let you know how I feel about it. 
4 All right, moving right along. Does anybody have any 
5 question on 2? 
6 MR. DOCTER: May I just make sure that the point I made 
7 earlier when I was asking for the future projections was -- I 
8 intended to be broad enough to cover all the items on page A-2 
9 that we've been talking about. 
10 When you look at this item you're talking about now, 


















glean from this is, since that is the present value of the 
expected payout, we don't know how that's projected to grow in 
the future, and since the present value dollar of something that 
may be a big program in the future when brought back to the 
present is a reasonably small amount, at some future date, we 
don't know whether that's a big program or not a big program as 
projected by the actuaries without seeing the growth in that over 
the 30-40 years. 
CHAIRMAN ELDER: I guess your question really relates 
to, has there been some change in the kind or character of our 
work force that would suggest that our past experience would not 
l
ibe the same as the future experience. 
question on all these points. 
And I think that's your 
' 
I the detail. 
I don't really have an answer for you, but we wili get 





























Oh, yes, back to 2, Jean. 
MR. CURTIS: I think that I would like to register 
feeling somewhat offended at this point. 
Being a teacher who has minor children, or one minor 
child, two if you count to age 22, and yeah, I guess it is a 
matter of style. 
25 
It is unfortunate that, ·for instance, in Social 
Security, children now cease to be dependent when they reach 18. 
It is a matter of style that I considered it important 
that I attend college, and I prepared myself to do what I am 
doing for a living. It is a matter of style that I would like 
for my children, if they feel that they can do it, to attend 
college. And that is a matter of stylP.. I guess it's not 
necessary for anyone but it is important to me. And if I live, 
and I do not become disabled, they will have that opportunity. 
The only thing that this is providing is that if I 
untimely leave or am unable to provide, that my children will 
indeed have that opportunity. 
So, yes, I guess it's a matter of style, but it's one 
that to me was very important, that I made some sacrifices for 
and am still making sacrifices for. And it seems not only -- you 
said stupid. 
To me, it seems really painful to think that anybody 
would even suggest that my children would not have that 
opportunity for zero savings. 
CHAIRMAN ELDER: Very well said. 
26 
1 I would add my own personal experience, is that I went 
2 to school on my father's G.I. Bill. And I wished that it were 
3 otherwise, believe me, but those were the realities. 
4 Okay, 3, death benefits; cheerful subject. There's a 
5 $2,000 active death benefit. 
6 I note that in looking at this particular element, we 
7 seem to be substantially higher than what PERS does, also what 
8 other states do. I mean, it's like $600, typically. 
9 PERS is 600? 
10 MR. ROBERTS: I believe it is. 
11 MR. COX: It's 600, but it's optional up to 1,000 with 
12 the contracting agency. 
13 CHAIRMAN ELDER: Then we're talking about the other 
14 retirement systems. I think the $2,000 benefit is something we 
15 might want to consider in terms of-- it's very inexpensive. I 
16 seems to me that this is not a big ticket item in terms of the 
17 percentage, for half a percent of our problem. Maybe from that 
18 standpoint it's not worth messing with, but perhaps Rebecca can 
19 enlighten us. 
20 MS. TAYLOR: I guess my point is that .01 percent of a 
21 total cost does indeed seem very small, but translated against a 
22 payroll of $7.7 billion, what does that translate into being? I 
!always have problems with decimal points. It's $7 million, 
! almost $8 million, so it's the magnitude of the payroll that 
23 
24 
25 translates these numbers into much more impressive figures when 
26 translated. 





CHAIRMAN ELDER: It's 7.7 million, right. 
MR. SLIVKOFF: I look at that 2,000 active death, and my 
3 wife' funeral costs ran a little over $5,000, and I was really 
4 appreciative of this. 
5 So, I know when we discussed putting this into the 
6 formula, the Barnes formula, I wasn't too enthused about putting 






















individuals who have had teachers who have died with cancer or 
other related accidents, I think it's been one positive element 
of this formula. 
CHAIRMAN ELDER: Presumably you got that in a timely 
way, the payment? 
MR. SLIVKOFF: Yeah. 
MS. MOSER: Mr. Chairman. 
CHAIRMAN ELDER: I have Dorothy next. 
MS. MOSER: As we look at PERS, I think we have to be 
aware that a person not eligible for retirement gets six-months' 
pay plus return of the employee contributions with interest. Six 
months' pay. 
Now, it used to be, before 1972, that teachers got -- I 
don't remember whether it was six months' pay or one-half year's 
pay. 
MR. SLIVKOFF: One-half year's pay. 
MS. MOSER: Okay, one-half year's pay, and with the 
Barnes Act that was changed to the 2,000-plus. 
And if you look at the death after retirement -- oh, if 
they are not eligible for retirement, PERS gets six-months' pay, 
II plus return of employee contributions. 
28 
1 If they were eligible for retirement benefit, then 100 
2 percent of accrued early retirement benefits is payable to the 
3 surviving spouse as if the employee had retired with actuarially 
4 reduced 100 percent joint and survivor allowance. 
5 If in PERS you are already retired, you get that $600, 
6 and that's what blows you out of the water, $600. But you get an 
7 automatic one-half continuance on one-half of the member's 
8 unmodified allowance. 
9 Under STRS, to get a one-half continuance, you have to 
10 have taken a reduction in your unmodified allowance at the time 
11 of retirement. 
12 So, PERS is not all that bad off. 
13 CHAIRMAN ELDER: So, just let me understand this. 
14 If the demise occurs prior to retirement, the 
15 contributions come back in, is that correct, under STRS? In 
16 other words, they are put in the estate of the person? 
17 MR. HULSE: It's an optional approach. If they are not 
18 going to qualify for family benefits, which is the ongoing 
19 payment to the spouse and the children, yes, they can get return 
20 of contributions. Otherwise, they do not get return of 








CHAIRMAN ELDER: Basically what we'd be talking about is 
Ia single person would typically have it arranged where the estate 
would get all the contributions that have been put in so far, and 


































Now, does this occur often, where people have not 
elected one way or the other? 
MR. HULSE: It's not a matter of pre-election. It's a 
matter of, at the time of death, the decision is made by the 
survivors. 
CHAIRMAN ELDER: I see, and if there are none, then it 
becomes part of the estate? 
MR. HULSE: That's right. 
CHAIRMAN ELDER: So you don't really need to indicate? 
MR. HULSE: No, there's no prejudgment or pre-election. 
CHAIRMAN ELDER: All right, fine. 
MR. HULSE: Another clarification, if I may. 
That figure quoted a minute ago on the value of .01 of 
payroll happens to be $770,000, not 7.7 million. 
CHAIRMAN ELDER: This is one-hundredth of a percent. 
MR. HULSE: So it's 770,000. 
CHAIRMAN ELDER: So $770,000 is what we're paying out. 
And so you can quite simply divide that by $2,000, and you can 
figure out approximately how many cases we have. 
Did you say it is 770,000? 
So, we have approximately 385 cases. 
MR. HULSE: This is the amount of money taken into the 
I System. This money also, obviously, earns interest and there's 
I other flows of financing going on, but this the kind of normal 
costs we need every year in order to be able to afford this. 
We're paying death benefits of something over 1, 000 people a yea ::· 
at the moment. 
30 
1 CHAIRMAN ELDER: In looking at (c), perhaps these are 
2 cumulative amounts? If you look at family benefits, that becomes 
3 .41; that is really the most expensive element, isn't it? It's 

























MR. HULSE: Yes. 
CHAIRMAN ELDER: To a degree, all right. And this is 
additive to the disability element, which is .10; so basically 
death and disability average half a percent. I mean, that's what 
it costs, .10 in 2(b), plus .41; death and disability costs 
associated with this System run .51 percent. 
MR. ROBERTS: With the family members, yes, exclusive of 
the member himself. 
CHAIRMAN ELDER: Yes, David. Identify yourself for the 
stenographer. 
MR. FELDERSTEIN: Dave Felderstein, and I'm representing 
Senator Deddeh. 
Wes just made an interesting statement that I think went 
by rather fast. It interested me. 
He said that these percentages are the amount of payroll 
needed to be invested in the System so the System could yield 
enough money to pay the benefits. 
So, these numbers may not actually relate to how much is 
being drawn out of the System. They relate to the amount of 
money that needs to be put into the System for the System to 
yield enough money to pay. 
So that perhaps 770,000 may not bear a lot of 
!relationship, but the amount of money that might flow out as a 






























result of the item listed here as costing 770,000 may be much 
more, but 770,000 is how much we need to invest in the System so 
that the System can yield something larger. 
Is that right? 
MR. HULSE: Exactly. 
CHAIRMAN ELDER: When we get through this page, I'm 
going to ask for an in-place break for five minutes for the 
stenographer. Then we'll continue on until 12:10 at Brannon's. 
Are there any further questions on item 3? 
MS. POWELL: I'd just like to add one thing, to back up 
Jim on the $2,000. 
That's not a lot of money. My local teachers' 
association, we have renamed it a survivor benefit so it doesn't 
sound so negative. But we have a survivor benefit for our local 
association of 1800 people of $2,000. That's not a lot of money. 
The check, they get it the next day from us. 
So, I think that's a really minimal amount for a 
survivor benefit. I just don't think it's a big thing. 
DR. KLUDT: I had a question. 
The (b) under 2 and the (c) under 3, the eligible 
children and the family benefits. 
Isn't that an elected item by the member? Don't they 
elect? 
No, that's automatic then. I misunderstood, because it 
seemed to me in the options that there was an election involved , 
where the member would get less after they retired. 
32 
1 MR. HULSE: You're talking about the service retirement 
2 joint survivor options, which is available. That's in 
3 retirement. 
4 These are disability before retirement and death while 
5 active. 
6 CHAIRMAN ELDER: All right. 
7 On this item 4, and I think this is something that we 
8 might want to get our teeth into in terms of the second tier, and 
9 that relates to the return of contributions, termination of 
10 service and after death. 
11 You know, it's a little late after death in (b), for 



















MR. HULSE: Yes. 
CHAIRMAN ELDER: Basically this becomes part of the 
estate of the individual. And it occurs to me that that would be 
not an onerous takeaway. I mean, the teacher's not there. 
I see Dorothy going absolutely crazy over here. Just 
let me finish my thought here, terminate my thought. 
The termination of service element, that is perhaps 
something we might want to consider in terms of a second tier or 
a third tier as it relates to having the termination of service 
return of money. 
If we, for example, offered some part of a program, 
that's different, and I'll just tell you what it is. I'm looking 
and having numbers crunched on a fourth concept, which would 






























It occurs to me that if we go for something like that, 
and the person were able to secure a home loan at a good rate, 
and then at the same time allow them to have the money come back 
at termination of service, that would have been a double whammy. 
It would have given them a tremendous mortgage, and then they 
would have added insult to injury by terminating their career and 
getting back their contribution rate. 
So, in terms of that fourth tier, if you're all 
listening, this .80 figure here seems to me to be inappropriate. 
If they opted for something like what I'm talking about, they 
should not be able to get their money back, because of the 
savings that they would realize from a mortgage on their home, 
spelling it out very specifically. So, if somebody's looking for 
.80, that would be my tentative recommendation until I see how 
the numbers come out. 
After death, I want to hear from Dorothy as to where she 
1 
feels that I'm off base. 
MS. MOSER: I expect to retire after I have taught 40 
years. I have contributed to the System over a long period of 
time. 
If it should be so unfortunate that I would retire, and 
I I before I had received back all of my contributions, I would die, 
J I would expect the contributions that I had made, which were 
I after-tax dollars, and the small amount of interest accredited to 
I my account, to go to my estate. 
i The state is not returning to the System -- or the 
j
1




1 been contributed on my behalf by the district or by the state. 
2 And certainly in one instance, my dollars are after-tax dollars, 
3 and so I would find that really inappropriate. 
4 I asked to ask a question about number 4 in the 
5 beginning. 
6 I find it remarkable that there is any cost to the 
7 System for return of contributions, because we are not returning 





















return of contributions for someone who leaves teaching, takes 
1 his or her money out of the System, we have been crediting 
passbook interest to them, and I would like to know from the 
actuary or trom whomever how number 4 could ever have possibly 
been looked at as a cost to the System, when I have always looked 
at it as possibly a plus for the System. Not a cost item, but an 
earnings item. 
I would really like to know how that could possibly have 
been arrived at? 
CHAIRMAN ELDER: Let me just try to structure these 
questions. 
It seems to me that's a very valid point, that if we are 
not able to fund the cost because of the retirement system, and 
someone leaves and takes their money with them, that should be 
cause for mild celebration down there, because you don't have any 
liability at that point. 
'I their money? Is it 5.25? 
You said passbook rate. What is the rate they get on 
II 
I 
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1 MS. MOSER: It's 5.5 is what's been adopted this year, 
2 and that's not compounded. 
3 CHAIRMAN ELDER: In effect, if we got everybody to 
4 suddenly withdraw their contributions, there'd be a huge amount 
5 of money left over that I don't know who would get. But we 
6 wouldn't have any teachers, either, so that would raise an 
7 interesting question. 
8 So, 5.5 is far less than what you're earning, so I think 
9 your point is well taken on that .80. 
IO Dorothy also raised an interesting point with respect to 
11 the question of, if the demise is after retirement but they've 
12 not gone through their own contributions, do they get the 
13 difference? Is that right? 
14 MS. MOSER: You bet. 
15 CHAIRMAN ELDER: My word. Then preceding retirement, 
16 they get it all; right? 
17 MR. HULSE: Yes. 
18 CHAIRMAN ELDER: So, she's correct. And then I think 
19 your point is that you want that in your estate as part of the 
20 assets that are probated; right? 
21 MS. MOSER: Yes, as a matter of fact, though, there is a 
22 law that provides that if there's nothing else to go through 
23 probate, that that particular money does not have to go through 
24 probate. 
25 








1 CHAIRMAN ELDER: Well, I guess that's it. We're going 
2 to move to a break in just a couple of minutes. 
MS. CURTIS: I almost lost my train of thought. 
4 I think, too, that we need to remember that when we're 
5 talking about estates like there's nobody left if one has no 
6 dependents, I sincerely hope that I will still have children 
7 
living when I die, but that they will not be dependents. 
Although sometimes they remain that way sometimes, I understand, 
until 50 and 60, so that I m~y have, indeed, people who shall 
10 
share in my estate; it's not something that's just going to 
1 I 




CHAIRMAN ELDER: Now as to the last two items, perhaps 
14 
we should hold it for a moment, and we're going to take a 
15 
5-minute in-place break. 
16 
(Thereupon a brief recess was taken.) 
17 
CJJArRMAN ELDER: It's been 8 minutes on our 5-minute 
18 
break, so I'd like now to resume. 
19 
We were beginning item 5, the expenses. And I presume 
20 
that this is the operation of STRS in your budget. So, if we cut 
21 
your budget in half, this becomes .10. 
22 
Is there a motion to that effect? 
21 








CHAIRMAN ELDER: I don't know. We may have reached the 
26 
point where the fewer people you have involved, the faster it can 
27 
be done, because no one relies on someone else whose job it's 
28 































MS. TAYLOR: This is not such a motion. 
CHAIRMAN ELDER: Item 5, Rebecca Taylor, moving right 
along. 
MS. TAYLOR: May I go back to the (c) under 3? 
CHAIRMAN ELDER: My word! Now, Rebecca, we're trying to 
get through this page. 
Certainly, we'll indulge you here. 
MS. TAYLOR: It's very brief. 
If I understand, eligibility for family benefit is 
basically just one-year's service? 
MR. ROBERTS: That's true. 
CHAIRMAN ELDER: Say that again? 
MS. TAYLOR: Eligibility for a family benefit is just 
one-year's service. 
I have, I think, two questions. 
One, why is the eligibility for this benefit different 
from the vesting, which is five years? 
And then secondly, is it possible to get an array to 
know whether the people who receive the benefit are people who 
have long-term commitments to teaching or, indeed, are they just 
these one-year eligibles? 
CHAIRMAN ELDER: I think we're going to have to work 
through the Chair here for the purposes of the stenographer. 
Who would like to tackle that, Wes? 
MR. HULSE: We have vesting for three different 
programs: We have vesting for service retirement, which is five 





























for death benefit, which is one year. We have three different 
vesting periods that we've adopted. 
38 
Number two, I don't have any figures at my fingertips, 
but my gut reaction is, we have almost nobody qualifying with 
very little service. 
The point is that obviously death is not a planned 
process. This is an unplanned happening, and we felt that to 
protect members as soon as possible, regardless of what the 
circumstances are. 
Typically, most of our deaths are occurring among our 
older teachers, but not necessarily. And so, I probably could, 
but I never have attempted to find out whether we have people 
with just one year, people with less than five, less than ten, 
who are qualifying; who are dying, and therefore qualifying for 
family benefits. 
MS. TAYLOR: But that's possible? 
MR. HULSE: It's possible. 
CHAIRMAN ELDER: In PERS I think it's typically six 
months on a lot of things. I may be confusing the probationary 
period under PERS, but it might be interesting to see, and I 
think that's your question, what does one year cost you in terms 
of these percentages versus five years versus ten years? 
systems? 
Isn't that essentially what you're saying? 
MS. TAYLOR: Basically. 
CHAIRMAN ELDER: And how does it vary with other 
MS. TAYLOR: Right. 
·------ -··---- ··---------- --- - .. ______ --~ ---·----- --------------- ---------- --- --·-···- ·-·------·-------·-·---- ----·-···---·---·- ·-h-· ---
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1 CHAIRMAN ELDER: Before everybody goes crazy here and 
2 shoots Rebecca, I can see at least four guns drawn at the moment, 
3 I am going to recognize you as I just come around here and work 
4 to those to want to say something. Everybody's reaching for 
5 their button. 
6 I'm just trying to give you a sense of how people feel 
7 about this, Rebecca. 
8 Starting on my immediate right, Dorothy. 
9 MS. MOSER: I think probably one of the reasons for this 
10 particular requirement is, it's similar to the survivor 
11 requirement under Social Security. I think that's probably why 
12 that particular time was put in. 
13 Because people are required to take a physical before 
14 they become teachers, you are not going to get somebody who is on 
15 his or her death bed coming in and, you know, they figure they 
16 can make if for a year and then providing their families. It's 
17 not 
18 CHAIRMAN ELDER: Maybe in Fontana. 
19 MS. MOSER: There's not -- we have never felt there was 
20 any abuse of this particular item. I think it would probably be 
!possible to go back and run through the records. I would think 
lit may be computerized, and see how many years of service credit 
21 
22 
23 people had whose survivors are currently receiving benefits. I 
24 ! 
feel it probably has never been something that was possible to 
25 
abuse. 
26 CHAIRMAN ELDER: Carl, did you have a point? 
27 
28 
- - ·- ---. . . -- ------·----
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1 DR. KLUDT: Yes, I was going to hitch hike on what 
2 Rebecca said and ask: Is that full-time teachers only that 
3 taught a year become eligible, or could a part-time, over a 
4 period of five years, earn a year's service and become eligible? 
5 MR. HULSE: The answer is, yes, a year's service credit. 
6 DR. KLUDT: No matter whether they're full or part-time? 
7 MR. HULSE: The length of time the credit is earned is 
8 not important. 




















System if they're teaching, what, six units or half-time? 
MR. HULSE: There's a requirement to come in after 24 
hours in their pay period, or 100 days as a substitute, and so 
forth. But also, they can elect on the day they come to work, if 
they so choose. 
DR. KLUDT: So this could be a teacher who is not 
full-time, and that's my point. 
CHAIRMAN ELDER: Jean did you have a point? 
MS. CURTIS: Yeah, I just couldn't help thinking of the 
question as it was phrased, and it was how do we know if these 
people have a long-time commitment to teaching. 
If indeed a person came in, and in the bare minimum time 
died, it would be impossible to know what they intended to do. 
CHAIRMAN ELDER: Presumably they didn't intend to die. 
MS. CURTIS: One would like to hope so, yes. 
CHAIRMAN ELDER: Of course it's a death wish, sometimes 
I think, for people who enter. 
··- -·-··-··- --··-- -·-··--·--·- ----· ----- ---··- --·---· ··--.-
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1 MS. CURTIS: Yes, who decide to enter the profession, 
2 but that becomes psychological and not monetary, I suppose. 
3 I think that the intent, as I would see it, is to 
4 provide, and during that time, because as one enters, you enter 
5 at the bottom, you have very little money put aside for anything; 
6 so, that you can provide in those rare instances, because most 
7 young folks don't die. I mean, that's just how it is; not at 
8 that age. 
9 But it would be impossible to know. If they stick 
10 around for the five years, they may still not have a long-term 
ll commitment, but at least it was that long. There's no way to 
12 define that. 
13 
CHAIRMAN ELDER: Jean, thank you. 
14 
I didn't mean that everyone should make a comment, 
15 




MR. DOCTER: Just briefly. 
18 
I think it's important to us that we not necessarily 
19 
look at what the history of the System is as much as we look at 
20 
what the actuaries are calculating in the future requirement to 
21 
be. That's the number that we need to deal with in terms of is 
22 
jit costing us a lot or is it not projected to cost us a lot. 
23 
j CHAIRMAN ELDER: Jim. 
i 
24 
MR. SLIVKOFF: The reason -- I remember when we included 
25 
this into the Barnes bill was to provide for those individuals 
26 
who were coming in, who had minor children, and in the event of 
27 
their death, you know, they were low-paid; they had to have some 
28 
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1 kind of security for their family. That's the reason why the 
2 change from five years to one year. That was our discussion and 
3 our thought at that time. 
4 CHAIRMAN ELDER: I guess all of this has to, of course, 
5 be underscored with the fact that typically you don't have Social 
6 Security for these people, and as a result of that, they are 
7 really going self-insured in the absence of this. And the people 
8 that have to pick up this burden are their survivors, and they're 
9 not often in a position to do that. 
10 Does that kind of give you a flavor, Rebecca, as to the 


















Looking at expenses. Now, as I said earlier, if we cut 
your budget in half, we could basically reduce this to .10; is 
that a fair statement? 
Do we have a motion? 
MS. POWELL: Don't have to make a lot of interest 
payments on late payments, so then you'd be right back where you 
started. 
CHAIRMAN ELDER: I don't think it's going to be that 
great. 
I personally, if I hear of any more horror stories like 
that, I'm going to walk over there, or drive over to STRS, and 
I'm going to find out in whose bailiwick this is. And I'm going 
1i to eliminate the positions or move to do so in the budget if I 
jl 
~~ find this kind of thing happening again. 
1l I don't know if I'm making myself clear here, but that 




1 coffee breaks sometime, when they all seem to get together on 
2 something, that that's exactly what I'm going to do. And that is 
3 not a threat; that is a promise. If I hear of another case like 
4 that, I'm going to go over there and find out whose job it is, 
5 get out their quill pen. And I'm going to take away their green 
6 visor and their little arm bands, and I'm going to go find out 
7 their name and their classification. And I'm going to go find 
8 them in the budget, and I'm going to de-budget them. Honestly, 
9 I'm going to do that, folks. 
10 I don't think it's a good idea to get me focused on this 
11 particular element of your program. 
12 Now, about expenses. Does anyone have anything to say 
13 there? 
14 What is your budget? Does anybody know? 
15 MR. ROBERTS: I believe it's about $13.5. 
16 CHAIRMAN ELDER: That's an incredible sum of money. 
17 Personal services, what is that? About half of it? 
18 MR. ROBERTS: I'm sorry, I don't have that answer, Mr. 
19 
Chair. We have about 300 positions in the department right now. 
20 
CHAIRMAN ELDER: Clearly it's not your intent that we 
21 
focus on this particular element as a cost savings measure. 
22 Having stipulated that, that I'm asking a bureaucrats to 
23 
what bureaucrats cannot do, unleash the knife on themselves, 
24 
won't take any more time on this. 
25 
Carl, do you have something? 
DR. KLUDT: I just want to comment that out of that 300, 
26 
'I I there are four in the Santa Ana office in Southern California. 27 
28 
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1 CHAIRMAN ELDER: There's 300 people, and four in 
2 Southern California? 
3 DR. KLUDT: And half of the retirants reside there. 
4 CHAIRMAN ELDER: Do you think you have enough people in 
5 Sacramento, folks? Do you want to move some people up from down 
6 south? 
7 MR. ROBERTS: The department will be coming forward in 
8 the budget process to increase the staff for Southern California 
9 in this area, Mr. Chairman. 
10 CHAIRMAN ELDER: No idea of a shift or anything like 
11 that? This is an alien concept, perhaps, that you might want to 

















deal with all that traffic and noise that we all down there have 
to deal with. 
MR. ROBERTS: Salaries, of course, are an issue, too, in 
Southern California. 
CHAIRMAN ELDER: Oh, I see, can't afford to live there. 
All right, we're going to have an 800 number in any 





MR. COX: January 1st. 
CHAIRMAN ELDER: We're going to go right to the wall on 
Okay, and your ombudsman is also January 1st; is that 
MR. ROBERTS: Yes, sir, that's right. 
CHAIRMAN ELDER: Contingent benefits, what does that 
··--·----~- -·- ··-· -.. ··- ..... ------· ··- ·-.- ----· ·-· -- ---------·-·-·- -----·---·--· -------·--- -----· -- ------·-- ---- -·----. ----·---------
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1 MR. HULSE: If I may, this an area of people --
2 CHAIRMAN ELDER: This $18 million if we say that .20 is 
3 13 million, and we can just take 6~ and add it, and that would be 
4 $19~ million1 is that what we're talking about here? 
5 MR. HULSE: That's not a bad figure. 
6 What we're talking about is the people who have taken 
7 refunds out of the System, who may come back in it anytime up to 
8 the day they retire and repurchase their service, and therefore 
9 we pick up a liability for that. Or people that have 
10 nonmembership service, which they have never paid for before, who 
11 may elect to buy it anytime prior to their retirement. 
12 It's the sudden assumption of liability that does not 
13 currently reside in the books that we anticipate arising each 
14 year by purchased service or by redeposits. 
15 CHAIRMAN ELDER: That's different than l(b), which is 













MR. HULSE: Yes, the .22 are people who have left their 
money on deposit, therefore the liability is still with us, 
versus people who do not have the liability in the System 
I currently. 
CHAIRMAN ELDER: With that as a background, why don't we 
I I then plunge, if we can, into these various elements. If there's 




I That we just proceed ad seriatum through the alphabet? 
DR. KLUDT: Could I ask one question? 
I 
I 
CHAIRMAN ELDER: Certainly. 





























MR. COX: Well B and C are both informational items 
without any recommendations. 
46 
CHAIRMAN ELDER: Okay, so it would be your thought, 
unless the Panel feels otherwise, that we might move along better 
if we move to D? 
MR. COX: Either that, or begin at D after lunch. 
CHAIRMAN ELDER: I have three people wanting to speak. 
I'm just trying to get a sense of what Mr. Cox's thoughts are 
here. 
All right, Carl had a question. 
DR. KLUDT: The contingent benefits, is there any way we 
can get an idea of what that liability really is? These are 
people who could come back in if they want: I understand that. 
What's the past record? Have they been doing this? And 
if so, is it really an item, or isn't it? 
MR. HULSE: It's a very real item which we have examined 
over the last few years, the possibility of trying to get a 
handle on it, because what we're up against is, we know they're 
out there, but we don't know what the ratio may be; whether we're 
going to get half of them back, or all of them coming back. I 
think a lot of it depends on their own current circumstances as 
they near retirement, whether they feel the need to have that 
three years of service purchased or not, or whether they can 
afford to come up with the money late in their career to buy this 
service. 
CHAI~~N ELDER: Don't they have to teach five years? 
···-·-··-----------··--. ····------------- ···--- -·- -- ·-------····'"·------------------ ----- --·--~- - ·- ------·-----------------------------····- -------·--- ----·-· ----·- . -
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1 MR. HULSE: No. To be able to redeposit, you can do it 
2 immediately upon re-entering the System again, although you 
3 cannot retire within a year after re-entering. And so, if you've 
4 taken a redeposit and come back today, you can redeposit today, 
5 but you cannot retire until a year from today. 
6 CHAIRMAN ELDER: I see. And the point of this is that 
7 their final comp. figure, how would that be calculated? Would it 
8 be their two years previous to withdrawal plus the one year? 
9 MR. HULSE: It's the three concurrent years, so that 
1o would probably how it would be worked out. It would probably be 
11 their current year plus the two prior years to withdrawal would 
l2 probably be their highest three. 
13 CHAIRMAN ELDER: And their main interest in doing that 
14 would be that they would be old enough that their percentage 
15 factor would be increased significantly to approaching the 2 













incentive to do that; right? 
MR. HULSE: Yes. 
CHAIRMAN ELDER: I would only observe that 4(a), 
j pursuant to what Dorothy said, and 6, you seem to be taking it --






it's a cost for people to withdraw, and then it's a cost for 
to redeposit. 
Maybe my accounting principles don't apply. 
MR. DOCTER: Mr. Chairman, What I think is happening 
CHAIRMAN ELDER: You're using both sides of the ledger 
48 
1 MR. DOCTER: What's happening here is, we've had people 
2 who left the System, drawn their money out. At some point in 
3 time later they want to come back and put their share in. 
4 There's been no matching amount come from the employer during the 
5 period of time when they were gone. Now the System assumes a 
6 liability, the full liability of these folks, without having any 
7 amount that has come from the employer during the period of time 





















CHAIRMAN ELDER: The point that would be offered in 
opposition to that is that the System got to keep the employer's 
contribution for these people who didn't elect to come back; in 
other words, the 8 percent, when a person pulls their money out. 
And I think that's the point that Dorothy's about to make, if I'm 
not mistaken. 
MS. MOSER: Yes, and the employer's portion would have 
been invested and would have been earning. 
And if course, it used to be that putting your 
contribution back in was not very expensive, because the interest 
rate was so low. They now must pay normal interest rate for each 
of the years that their money was out. So, it has become a much 
more expensive thing to pay back money you have pulled out. 
CHAIRMAN ELDER: These are probably hardship cases where 
their living circumstances changed dramatically; their spouse 
, passed away, and they needed to augment their income at that 
I 
point. And so, they said: Well, I'm a credentialed teacher, so 
what I'll do is, I'll go back into that. 
·- ----. -··-·· --·- ·---···-· - ----· ---- -... ·-··-·~--------------~---~----------------··--- .. --------·--···-·-·-------··---·------·-·--- .. --·-
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1 It makes it real difficult. Is there some period of 
2 time over which you can put that money in, or does it have to be 
3 right up front? 
4 MR. HULSE: No, there's a payment schedule normally up 
5 to 60 months, although there are situations where it can be over 
6 a period of 120 months. 
7 CHAIRMAN ELDER: Five to ten years, all right. 
8 MR. HULSE: It used to be five years is the maximum. 
9 CHAIRMAN ELDER: So you don't have to pay it on the 
1o first day. 
ll MR. HULSE: No, sir. 
12 CHAIRMAN ELDER: Yes, Jim. 
13 MR. SLIVKOFF: One of the -- where we get some of that 
14 liability is that if the teacher went out when the employer was 
15 paying 3.2 percent instead of the 8, and so they didn't have the 













whatever, way back when, and they came back, their portion by the 
employer wasn't fully paid. So, the System has to assume that 
liability, unfortunately. 
j CHAIRMAN ELDER: Again, I would just reiterate the 
point, there seems to be some inconsistency between 4(a) and 6. 
j And it just seems like you're using both sides of the accounting 
jledger. 
If you could get back to me with a little explanation as 
to why this is so, if upon reflection you think it is so. 
Jean has a question then Judy. 
MS. CURTIS: Not a question, a concern. 
--·---·-----
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1 The proposal was that we skip over Sections B and C, and 
2 it was in Section C that I found some very enlightening things as 
3 I went through this, so I would not like us to skip C. 
4 CHAIRMAN ELDER: All right, here's what we'll do, then. 
5 In the remaining time before lunch, we'll go over Band C, and if 
6 anybody has any objection, then we will, after lunch, pick up 
7 starting on D. 




















MS. POWELL: Two comments. 
First of all, I think maybe I'll recommend to the STRS 
Board that we send a task force of our staff over here to learn 
from you guys how to cut back on people. 
CHAIRMAN ELDER: I'd be happy to do that. I mean, 
that's my training. But I don't think you really want to make 
that offer. 
! 
1 MS. POWELL: Second, seriously, I think we spent a lot 
of time in looking at this page here, Appendix A-2, and all of 
!these disability allowances, and death benefits, and retirement 
I 
1 contributions, and percentage, and all that. 
I 
We look at the bottom line, the total percent of payroll 
! is what we're talking about. We've been concentrating a great 
J~ deal on 3. 08 percent of payroll. 
r there in number 1 . 
I mean the big thing is right 
I'd just like us to kind of keep that in mind. 
. Obviously we need to review all this other stuff, we're still not 
I 
!, talking about the bulk of where the money's going to have to be 
I 
spent when we're taking about those items 2 through 6. 
-t··· ·- • -· ····--·--------- ---···-- ··-- -- ----····· .... --·------------------·-·------- ---·····-···-·-----· ----·- ---· ·-·-------- ------ ·--- -----· -- -
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1 CHAIRMAN ELDER: And both Mr. Docter and myself have 
2 asked for a little bit of more detail behind the various elements 
3 within the 16.26 percent, because 85 percent of it we're 
4 basically not looking at, which is essentially what you're 
5 saying. 
6 With that, can we move on, then, to B. I might observe 
7 that if you aren't offended by this, at some point you're talking 
8 in shorthand. 
9 For example, "30 and Out", if we will. Most people 
10 don't understand that "30 and Out" means 30 years and then you 


















little clearer exposition for those people who are not involved 
in this process. 
Going to the language here, I would suggest some 
att~ntion to the second sentence, where it says: 
"The standard 1/2% reduction from 
60 to age 55 with an additional 
1/4% reduction for each full or 
partial month the member is younger 
than age 55." 
I think we need a translation there. It's a little bit of a 
I 
j shorthand that you guys are used to using. 
i What does that mean, the standard ~% reduction from age 
I 60 to 55? In other words, 2 percent at 60, this becomes 1.5 
I 
percent at age 55? 
MR. HULSE: It's the half percent of the full 2 percent, 



































leave at age 59~, for example, would be moved down to 1.94 
percent of payroll, which is the 3 percent of the full 2 percent 
benefit. 
We're also talking about a percent of the full 2 percent 
benefit. 
CHAIRMAN ELDER: But a half a percent doesn't say it's a 
half a percent of what. Could you kind of lay that out for us so 
that mathematically we could figure that out? 
The one-half percent, you know, 2 percent; if you're 
talking about 2 percent, a half percent if you're talking about a 
reduction, takes me down to the 1.5. 
MR. HULSE: I hear where you're coming from. 
CHAIRMAN ELDER: It's not clear to me what the 
arithmetic formula is, and maybe as kind of a summary here you 
could just suggest, you know, 2 times .5, or whatever it is, so 
that that's clear. 
And I think that I'll be able to understand it, but I'm 
studying this a little more than most people are going to, and 
it's not clear to me. 
Also, in the "30 and Out - Half Reduction," 60 months 
times ~ percent equals 15 percent. I don't really quite 
understand that. Is it ~ percent per month? 
MR. HULSE: It's ~ percent of the 2 percent for each 
month, which makes it 3 percent a year, or 15 percent over the 
full five-year period. 
CHAIRMAN ELDER: I got that right! So, it's ~ percent 






























MR. HULSE: Yes, 15 percent of 2 percent. 
CHAIRMAN ELDER: And the compounding element of this is 
kind of interesting, too. 
Maybe you could kind of clean those up just for my 
benefit. 
Dorothy. 
MS. MOSER: I was going to say that to make it very 
simple, on the standard, if you are 55 years old exactly, instead 
of 2 percent being your part of the formula, it's 1.4 percent, 
and that's a reduction of ~ percent per month of the 2 percent 
for each month you are less than age 60. 
CHAIRMAN ELDER: The point is, this presumes a lot of 
forehand knowledge of how it works. 
Other than that, I think that this presentation is 
extremely helpful. The other other comment I had was on page 
and I don't mean to stop anybody else, but I'm going to talk 
about mine first because I have the microphone -- B-6, looking at 
"Re-entry into System after a Refund". It says here: 
"Individuals who have taken a 
refund and who subsequently become 
members of the System again may 
immediately redeposit all contri-
butions and interest in the account 
at time of refund plus regular 
interest from date of refund and 































That seems to suggest immediate deposit, which we've had some 
discussion on. That's where I got that idea. And you can 
understand where it says "immediate", that suggested that the 
five-year and the ten-year payback was not available, and I felt 
that that was counterproductive. So, you've answered my 
question. 
Were there any other comments on any of the pages in 
Section B? I don't see anyone reaching for the button here. 
All right, if we could then move on to C, and I think, 
Jean, you had a concern in C? 
MS. CURTIS: Yes, thank you. 
In the comparison of the various retirement plans, the 
first was the California STRS, California PERS and Oregon PERS. 
And I spent some time going through those, but the part that 
really caught my eye, first one, if everybody would look at page 
C-S. 
And I, with my calculator, added up some things and 
discovered that the total employer contribution for STRS was 8.35 
percent based upon these figures, and if you added in the state's 
contribution, employer and/or state, anything other than employee 
contribution, it came to 9.29 percent, and the employees 
contribute 8 percent, and all together that came to a total of 
17.29 percent. And, of course, we all know that we are costing 
more than that. 
And I thought, hmmmm, and then I proceeded to add up 
California PERS. And the state doesn't contribute anything, it 































how you would come up with what theirs was since it was 5 percent 
of the pay over $513 a month, so that's why I really can't give 
you a whole figure on that. 
But if you'll look at the employers, they're 
contributing 10.746 percent toward the normal cost; whereas for 
STRS, the employer is contributing 8 percent. They are in 
addition contributing 7.185 percent, this is, I presume, of the 
total payroll again, toward the unfunded obligation. In STRS, 
zero. 
The ad hoc cost, whatever that is, that's that 
adjustment thing; right? Okay, they are contributing 0.104 
percent. That comes to a total of 18.035 percent. 
But then, in addition to that, and the reason I throw 
that in is because we're talking about possibly a correlation 
with Social Security, the employee is paying whatever that is 
they pay, plus what will be 7 percent to FICA. The employer will 
be paying the additional 7 percent to FICA. That comes out to a 
net employer contribution of 25.035 percent. And I didn't know 
how to add in the employee's share. 
Then I continued to look at Oregon PERS, and the total 
contribution, employer and employee, came to something like 29.79 
percent, including Social Security. 
And if you'll go on, then, to page C-9, I added up the 
same things for Ohio STRS, Washington STRS Tier I and II. Ohio's 
..::ame out to 20.75 percent; Washington, 26.09 and 26.44. 
And then going on to page C-13, where the contributions 
for the New York Tiers I, II and III came in, the total was 
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1 between 21.45 in Tier II, and I couldn't tell what it was in 
2 Tier I, and 24.45 for Tier III. 
3 It would seem obvious after look~ng at that, you know, 
4 we're sitting here talking about cutting off dependent children, 
5 and looking into the cost of the retirement system, and I would 
6 hope that some 80 percent of the STRS outflow goes to retirees, 






















obvious that somehow or another, our problem is not that we have 
such a great system, it looks like the others cost even more, but 
that it is underfunded. And not only that, but that it was 
underfunded from its inception. Either that, or these other 
systems are really super, and I'm going to move to another state. 
One doesn't need to go that far. All one has to do is 
to look back to page C-5 at California PERS. 
If we integrate with Social Security, that's fine. I in 
fact recall that I proposed that in Monterey, that we need to 
look into some way of integrating it. And I am concerned about 
that. 
But I think we need to realize that we are currently 
expending and I'm talking now about the whole ball of wax, 
employee, employer and state -- considerably less than any of 
these other systems, and certainly considerably less than PERS.-
And that may be our biggest problem right there. 
CHAIRMAN ELDER: Jean, you are exactly correct, but a 
couple of points. 
The difference in PERS is that PERS has the ability to 
set the employer's rate of contribution. And they set it on a 
D 
P- - • -
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1 yearly basis. They tell the employer: This is the good news you 
2 have to pay. And I can remember as a budget analyst in Long 
3 Beach budget office that I would prepare the payroll burden rate 
4 calculation sheets for the budget analysts in the budget 
5 department, and I can recall vividly that it was 12.394 percent 
6 was what the employer's contribution was in the last year that I 






















year to year by PERS, and that's because PERS has the ability 
that STRS does not have of setting the rate for the employer's 
contribution. 
Having said that, if you'll look, our rate of 
contribution at age 60 is somewhat greater for our STRS people, 2 
percent at age 60. And I think you're looking here that it's not 
quite that generous. 
MS. CURTIS: It isn't a whole lot less. I guess my 
contention is that what we're talking about is ways to cut the 
cost, is what we've been talking about. 
My concern is that perhaps that our cost is already 
pretty low in terms of the other systems. 
CHAIRMAN ELDER: I tried to do something about that; I 
tried AB 3093. 
MS. CURTIS: I appreciate that, but I'm still saying 
I 
that I guess I find it hard as a teacher to sit here, talking 
about ways to cut what I hope to live to collect from, and what I 
have contributed to. Or, if mine isn't touched, you know, and we 
talk about a two-tier system, cutting somebody else's throat. 
Because maybe one of those children I would like to get to 
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1 college would become a teacher. I don't know if they're quite 
2 that slow mentally, but nonetheless, they might like to become a 
3 teacher. 
4 I realize that if we join Social Security, which may be 
5 the realistic thing to do, that's another 14 percent; right? 
6 Because if we paid 7, and the employer pays 7, you've got to add 
7 that in. 
8 I think that we need to look at that, although the state 
9 may, you know, be able to squirrel out this way and say: Now we 
10 don't need to worry about it; it's somebody else's worry. 


















spend, what the state spends, it all comes out of the same place 
in the end, and that we need to look at the whole total figure. 
What I'm saying is that what we have been looking at is 
unrealistic. It is unrealistic and unfair to talk about cutting 
something that we're already spending less on than we are in 
another area. And I think that's not fair. 
CHAIRMAN ELDER: Well, fair is basically a perception 
that varies with the philosophical orientation of the observer. 
When I couldn't get some help on AB 3093 from the 
Republican side of the aisle, and frankly, that is really what we 
need to do. 
In terms of looking at this problem, I see that we 
j basically have three significant problems. First off, we differ 































That problem leads to the next problem, and that is that 
some of the districts act more rationally or responsibly, if you 
will, as it relates to personnel practices and what are 
professionally known as tombstone promotions, where people are 
kicked upstairs just before they retire. And this really creates 
a problem. 
The last problem, which I think is something that I seem 
to be the only one who seems to be saying that the king has no 
clothes, essentially, and that is that the stock market is not 
the answer necessarily. That if we got all of our assets into 
Treasury Bills that are paying 13 percent right now, if we got 
all of our assets into that and locked it up for 30 years, we 
would have solved the problem, and we could just disband. For us 
to be playing around in the stock market is precisely the wrong 
thing for us to be doing, in my opinion. 
Again, if you can get 13 percent on government paper, 
why do you do anything else? To do other than that is totally 
irresponsible. 
So, those are the three elements of the problem that I 
have identified. 
On that cheery note, I move we go to lunch. 

































CHAIRMAN ELDER: I would like now for the afternoon 
session of the ACR 62 Study Panel meeting to commence. 
We were at the point before the break of wrapping up the 
comments with respect to Sections B and C of Volume II, 
September 17 through 18 Report. 
I think we are now at the point of going to Appendix D, 
which deals with the health care, which probably can be 
dispatched with very quickly. 
MS. POWELL: I would like to request a point of personal 
privilege. 
For the record --
CHAIRMAN ELDER: I don't think your name was mentioned. 
That's a point of personal privilege, when your name is 
mentioned. 
MS. POWELL: Oh, that's not the way we do it in my 
organization. 
CHAIRMAN ELDER: Well, that's the way it is here in the 
Legislature. 
MS. POWELL: Then I'll save it. And if you could find a 
spot for me on your agenda, I'd appreciate it. 
CHAIRMAN ELDER: Fine. 
Appendix D deals with health care benefits. 
MR. COX: Mr. Chair, just for the record, could I make 
lone comment relative to Section C, which I think needs to be made 
to clarify a point. Just so it appears in the transcript. 
. -· ·-- ···-··--·---------·-···-- --·-····--··· -·------···-···---------------···-·-···------
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1 Ms. Moser was comparing STRS and PERS contribution 
2 rates. 
3 I think it should be specified that this particular 
4 report reflects the PERS contribution rate, the employer 
5 contribution rate for state employees and not for employers of 
6 
local contracting agencies, which vary from 7 percent up to over 
7 
50 percent of payroll. 
8 
CHAIRMAN ELDER: So your point is that there is in fact 
9 
no single rate, although 
10 
MR. COX: For all state employees, yes, sir. 
11 
CHAIRMAN EI.DER: But as far as the contracting agencies, 
12 
it will vary. 
13 
MR. COX: Right. 
14 
CHAIRMAN ELDER: Let me ask you, as long as we're on 
15 
this point, what about school districts? Do they all pay th~ 
16 
same for their PERS employees? 
17 
MR. COX: Yes, sir. 
CHAIRMAN ELDER: So school districts are unlike other 
18 
19 
public agencies as it relates to PERS contracting rate. 
20 




MS. MOSER: I had a question. 
I When I read this, it said PERS miscellaneous employees. 
23 I I 
I 
i And I thought that this was little CSEA. 
24 I I 
As a matter of fact, I'm not correct? 
25 
26 
MR. COX: It's big CSEA. 
27 
MS. MOSER: This is big CSEA. 
28 
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MS. MOSER: It says miscellaneous employees. 
MR. COX: It doesn't later on. 
MS. MOSER: Would it be possible for us to get the 
information on the little CSEA, which is school district 
classified employees? 
CHAIRMAN ELDER: I think yes; I think that's readily 
available. 
One of the points that I took issue with was -- I didn't 
make any public stand about it -- was that in Long Beach Unified 
School District, they gave 7 percent pay increases for both the 
certificate employees and PERS members. And the practical effect 
of that was that it meant less money going to the teachers, 
because the PERS rates and the Social Security rates of the 
noncertificated are so much greater than the employer's 
contribution that, in effect, the teachers were more or less 
subsidizing the other than certificated employees. 
I took issue with it because in my opinion, it's much 
more difficult to recruit teachers right now than just about any 
i other public employee, and that the salaries should have been 
,,shifted in favor of the teachers, particularly at the beginning 
j ranks. I don't know how you do that, but the fact is that I 
,, 
/' didn't see that there was any particular problem in recruiting 
' 
,,clerical, janitorial, and other employees at the local school 




































The practical effect of that was a huge payroll burden 
increase for the school district for the noncertificated 
employees. 
Just for the record, I wanted to let you know where I'm 
coming from, where my biases are. 
Yes, David. 
MR. FELDERSTEIN: Since you're speaking of the employer 
contribution rate, is this on page A-4 of this section? 
I might just note for the Panel that -- section small 
(a) of Section C -- where was the contribution rate you were 
referring to? 
I might just note for the Panel that the contribution 
rate for PERS has been changed to reflect to two-tier. And it's 
now a total rate -- I don't know what these three numbers add up 
to --but the total rate now is 17.604, Dave, is that it? And 
that takes effect immediately upon signature. 
MR. COX: A composite rate. 
MR. FELDERSTEIN: Yeah, a new rate to reflect two-tier 
is going to take effect immediately upon signature of the Molina 
bill, which is on the Governor's desk now. 
CHAIRMAN ELDER: This is, I think, a very bad solution, 
because the bureaucrats have really taken over in that scenario, 
!
because they have the ability to blend it any way they want to. 
And we are sitting there watching this thing. There's not a heck 
of a lot you can do about it. 
I think a much better approach would be a new price for 
those who opt for the second tier, and a price for those who stay 
64 
1 where they are, rather than blending it. Because the rate is 



























MR. COX: The composite rate is an interim solution. 
There is disagreement between DPA and PERS as to whether or not 
they should have a composite or two separate rates. That will be 
a subject of a hearing of your committee on October 23rd. 
CHAIRMAN ELDER: Geez, I'm incredibly foresighted. I've 
even anticipated myself here. 
(Laughter.) 
With that happy note, we'll move on to Section D. 
I had a glass of milk for lunch, and I'm losing the 
picture here, folks. 
Now we're talking about health care benefits, and if you 
would just summarize what you have said about that, without 
getting into the nitty-gritty of it, then wP'll take off into 
whatever depth the people wish to delve. 
MR. COX: Mr. Chair, with your permission, I would like 
to have the staff member of the Task Force that's responsible for 
leach of these areas come forth and be available to the Task Force 
I 
for questions. 
Sharron Baez was responsible for this particular area 
and the next. 
~~ CHAIRMAN ELDER: I have a feeling you haven't told these 
!people this in advance. 
MR. COX: I think the problem is that they haven't given 
the final report, through no fault of their own. It was just a 
mix-up, so they're more or less flying blind here. 
-- .. ~ -~----·--------·---- ----- -- --. .. -·-····-·---·· ····----- --------···---------- ------- , ___________________________ -···------······- ----------------·----- --------
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1 CHAIRMAN ELDER: What do you know? 
2 MS. BAEZ: As always. 
3 CHAIRMAN ELDER: There was a summary of recommendations. 
4 I believe it's in the first part. 
5 MR. COX: Yes, there's an Executive Summary at the 
6 beginning of each of these appendices. 
7 In general, the recommendation of the health care 
8 benefits section is that health care not be made part of any STRS 




















recommendation, however, that the state do require of each school 
district that whatever benefits they provide their active 
employees, those benefits be carried over and made available to 
the employees when retired. 
CHAIRMAN ELDER: What if they provide nothing? 
MR. COX: Then that particular recommendation would not 
apply. 
It's not like PERS, which requires that a district's 
health care plan be made available to retirees at the same cost. 
CHAIRMAN ELDER: All right, Dorothy. 
MS. MOSER: I have a question. 
When you say the same health care, in my district the 
employee and spouse and dependents are covered. As a retirant, 
J one receives 
I family. So, 
coverage for yourself and one other person, not a 
the benefits are not the same. 
Are you suggesting that when you say the same, you're 
talking for the member, and then whatever -- what about the 
additional or lack of additional folks? 
II 
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1 CHAIRMAN ELDER: Are you saying that in the event of a 



























MS. MOSER: No, no. We're talking about health benefits 
and retirement. 
If, as an active teacher, I am an employee; I have a 
spouse; I have five kids; they're all covered. 
CHAIRMAN ELDER: It would be the same. 
MR. COX: My understanding is that, yes, the exact same 
plan would be available to the retiree at the cost that the 
active is paying. 
CHAIRMAN ELDER: So basically it would be, if a system 
already has a health care system, what is being suggested is that 
the retirant receive comparable insurance to the active; right? 
MR. COX: At the same cost to the retirant that the 
active pays. 
CHAIRMAN ELDER: They would pay the premium cost, which 
is the case that we have with PERS; right? 
MR. COX: That is true. 
CHAIRMAN ELDER: For state miscellaneous. 
I MR. COX: Or state and also those local agencies that 
j care to participate in the state plan, including school 
j districts. There are three school districts that have 
il voluntarily joined the state health care plan. 
'I One of the reasons more school districts have not is 
because this requirement is expensive. 
,I 
CHAIRMAN ELDER: Dorothy, I'm puzzled by your objection 
I to this point. Did you think there should be a superior rate 
! than what they get now? 
--~----·--- -·-···-·---~------~·- ·--~----· --·-····· 































MS. MOSER: Well, number one, for medical coverage, no 
employee pays anything. It's fully district paid. 
CHAIRMAN ELDER: Not in all districts. 
MS. MOSER: In my district. And we provide for the 
coverage of a retiree and one dependent. We do not provide for a 
retiree and more than one dependent. 
CHAIRMAN ELDER: So, you think that should be done? 
MS. MOSER: No, I don't. 
CHAIRMAN ELDER: I'm trying to follow your point; I'm 
having some difficulty. 
Are you saying you agree that it should be at least 
those two plus whoever else, or not those two? 
MS. MOSER: No, I am saying it is too expensive to cover 
with the same coverage that a working employee has for retirees. 
I believe that it is sufficient to cover a retiree for 
that person and one dependent. 
CHAIRMAN ELDER: All right. 
MS. MOSER: That's not the same as the working employee 
who, you know, has little kids, or whatever. 
CHAIRMAN ELDER: Mr. Felderstein. 
MR. FELDERSTEIN: Many districts cover just active 
employees now and not retirees at all; is that correct? 
MR. COX: Yes. 
MR. FELDERSTEIN: Can we, as a state legislative body, 
impose some kind of proviso on local districts saying: If you're 
going to give health benefits for actives, you have to give it 
for retirants, without a state mandated cost? Have you looked 






























MR. COX: I would think it would be a state mandated 
cost. 
MR. FELDERSTEIN: So, in the districts that have no 
coverage, they would be free to do whatever they want. 
CHAIRMAN ELDER: They might even get it for those who 
already provide it. 
68 
My sense of this is that there should be at least a 
minimum catastrophic policy out there for retired teachers, with 
some kind of deductible, which is discussed in your report. In 
your case, you're proposing $1,000 deductible, and the first 
$5,000 above that would be at 80 percent, and then 
MS. BAEZ: Ten thousand. 
CHAIRMAN ELDER: That's right. So, that would be that 
if it was over that, the retirant would have paid $3,000, and 
then beyond that, it would be 100 percent coverage. So we'd be 
talking truly about catastrophic coverage. 
You estimated in one place, I think, that it cost $70 
per month to provide that, and elsewhere it varies by the age 
bracket the person happens to be in. 
In my case, I have a $2,000 deductible policy for 
myself, since the state does not provide health insurance for 
members of the Legislature. And I have the first 80 percent of 
' the first 5,000 is paid for by the insurance company, so I have 
Ito pay another 1,000, and then it's 100 percent beyond that. And 
I 
I 
the 2,000 deductible is for each member of my family. So, I have 
four people all together that have to be insured, which means 
1
that all of this put together for $92 a month for four people. 
0£ course, that's a reflection, I guess, of my age. 
-~ ·····-· ----··-··--·-· ~--·----
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1 Were I at the retired teacher's age plateau, I'm sure 
2 the cost would be much higher. 
3 As I see this particular area, we're not proposing any 
4 legislative changes as it relates to the retirement system. 
5 Basically the thought is, you keep those -- one's apples and 
6 one's oranges, and it's not the recommendation of the Task Force 
7 that we take on that burden of trying to fund a health care 
8 retirement as part of this Task Force proposal. 




















MR. COX: I think the staff is looking for direction 
from the Task Force as to whether or not you would like to pursue 
this any further than these two recommendations: One, that it 
not be part of the plan, but yet you do have a base of some sort. 
CHAIRMAN ELDER: I think where we need to go here is to 
suggest that STRS sponsor legislation to have some minimal 
catastrophic policy, along the lines that have been suggested 
here in the report as a minimum. That districts be required to 
provide that as a minimum. 
I think that might have a chance of getting through the 
Legislature as a separate bill. It might even have a chance of 
getting signed. 
The question arises out of the mandated cost question. 
You take, for example, Los Angeles Unified School District has a 
much more generous plan. And if the state mandates a less 
generous plan, how could you argue that it was a state mandated 
cost? 
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1 I'm sure the attorneys for those school districts will 
2 be contorting logic in order to make that case. 
3 But I think we need to have some minimal thing to cover 
4 our retired teachers, but that is not, in my view, part and 
5 parcel of the problem here. That's how I look at it. 
6 I'd be open to discussion on this point, and see if 
7 anybody wants to take that on, recognizing that we are in a 
8 burning building currently with our own problems of trying to 




MR. FELDERSTEIN: I would only request from the Panel's 
12 
staff that if, one, all of the recommendation that are suggested 
13 
by the Panel involving state mandated costs, that the staff look 
14 
into the size of what the cost would be under that alternative so 
15 
that the Panel will know, yes, what we're talking about in 
16 
Proposal A and B is a state mandated cost, and here is what it 
17 
probably will look like, and C, let's say theoretical Proposal C 
18 
is not a state mandate, D is not, but E is. Just so we know 
19 
where, on each proposal that we might make to you investigate, 
20 
that we know the state mandated cost implications. 
21 
CHAIRMAN ELDER: Mr. Slivkoff. 
22 
HR. SL!VKOFF: I would move that this Panel defer any 
23 
action or future discussion on the health care benefits, and then 
24 
if I get a second, I'd like to speak to that. 
25 










problems the way it is without dealing with the health 
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1 CHAIRMAN ELDER: Is there a second? 
2 All right, why don't we hold that in abeyance. I think 
if everybody has a chance to say their --3 
4 MR. SLIVKOFF: May I give my rationale? 
5 I think the problems of just the funding and looking at 
6 the overall aspects of STRS is monumental now with the kind of 






















about health care benefits, the problem arises of who's going to 
fund it; who's going to start the legislation, so on, is going to 
impede our progress. 
Therefore, I thin if we stick to the basic issues of 
funding the proposal, STRS, and looking at the inequities in the 
System, looking at the staffing and other aspects of STRS so we 
can have a more effective System, and one that would be cost 
effective over a prescribed period of time. That's the 
rationale. 
We just have too much if we try to throw health care in 
too. 
CHAIRMAN ELDER: All right, Mr. Slivkoff. 
Carl. 
DR. KLUDT: I wanted to follow up on Jim, because I see 
what he's driving at, and that is wondering if we have any 
figures at all that show how many retirants have Medicare 
. benefits at 65. 
Do we have anything like that available, because that 
I 





1 MS. BAEZ: There's only some -- describes in a report 
2 I believe it was CRTA that did some work on that, but it was a 
3 real local type of investigation. 
4 DR. KLUDT: Small sample? 





the sample size, but from what I have been told, it wasn't like 
it was a statewide sample. And they're estimating there are one-
third without. 
But that's all hear -- basically it's not exactly 
1o everyone surveyed or factual, but that's the amount. 


















that is a problem, not realizing exactly whom it's affecting. 
And a lot of people aren't real willing to give up that 
information of whether they're covered or not, or whether they're 
also covered by Social Security. So, you don't know whether just 
a supplement would be helpful, or whether there's a huge group 
with nothing out there once they finish their teaching careers. 
DR. KLUDT: That's my concern, the retirants that are 
locked into zero. And it's probably $180 a month, something like 
that. 
MS. BAEZ: It's at least that much. 
DR. KLUDT: At least, that's a good deal. 
CHAIRMAN ELDER: They may have to join Medicare, is this 
what you're saying? 
DR. KLUDT: No, no. 
CHAIRMAN ELDER: Just private insurance? 
~-·-- ·····-··--···--··· ---·-··-· -··· ~- ·- ···-··----- -. ___ ..,. -·· --- ·------- ·-·· --·------·-·-- ·------ --·------- ---·- -·--- ·- -·- -----· -- -· 
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DR. KLUDT: I happen to have Medicare, I'm going on my 
2 supplement for about $31 a month. But as I get older, it goes 
3 higher. 
4 So, it isn't a small item for the people who aren't as 
5 lucky as me, who worked during summers and things like that. 
6 MS. BAEZ: Right. 
7 DR. KLUDT: That's my question, who's out there locked 
8 into nothing? 
9 CHAIRMAN ELDEH: What is it typi~ally, if we may ask, 
10 for someone 65 who wishes to join Medicare? What is the cost? 
11 MS. BAEZ: It's $155 for Medicare A, and $14.50 for 
12 Medicare B, so whatever that is, 209.60, or something. 
13 CHAIRMAN ELDER: That's 155 and 14, did you say? 
14 MS. BAEZ: Yes. 
15 CHAIRMAN ELDER: That's 169. 
16 MS. BAEZ: Right. And then, if you add in a supplement, 
17 which is very much needed if all you have is Medicare coverage, 
18 




CHAIRMAN ELDER: That's the minimum age, too, age 65 and 
21 
22 
it goes up from there? 





!work longer and don't apply at the time, you end up paying a 10 
I 
!percent a year fee --
11 
CHAIRMAN ELDER: Surcharge. 
26 
MS. BAEZ: Right, for not applying at the time you 
27 






1 CHAIRMAN ELDER: Wonderful. 
2 Jean. 
3 MS. CURTIS: I would like to remind us all that one of 
4 the most fervently expressed concerns of a number of the persons 
5 who addressed us was the concern over the high and the rapidly 
6 escalating cost of health care. And that one of the reason that 
7 we're talking about, you know, 3 percent compounded, 2 percent 
8 
1 this, and what we might do to increase benefits is because of 
9 that. That's one of the major reason that we're talking about 
10 trying to find ways to up the ante, so to speak. 
11 I don't think that we can deal with retirement without 

















the umbrella of STRS or not, if we don't get a handle on it, 
we're going to be perpetually in the same boat, which is that 
we're going to be constantly talking about ways to increase the 
benefit. 
Even if we, say, go to a two-tier system that is 
correlated with Social Security, let's say we did that. Those 
persons who were not in that second tier would still have a 
problem. There would be a number that would still have a 
problem, because they would not qualify for Social Security. But 
even the people in the second tier would, as she just said, need 
l the supplemental insurance; they couldn't hack it alone anyway. 
I 
t You still need to have that. 
ii 
I' If you want how much it costs, we were all given these 
~ ~ things last month, and at least through PERS you can find out 


































kinds of arrangements of how you might have your dependents, 
you're over 65 and they're under 65, or whatever. So, you can 
get a very good idea of what the supplemental insurance costs. 
75 
And it would seem to me that if we can come up with a 
plan that seems reasonable, whether it's part of STRS or not, 
that we ought to propose it. Otherwise, anything else we do is 
moot. 
CHAIRMAN ELDER: I haven't meant to step on anybody's 
toes here, it's just that I keep coming back to the point that 
we're in a burning building, and we've got a real serious 
problem. 
Rebecca Taylor, and then I'll come back around for a 
second series of comments. It seems to be a very interested 
group on this particular topic. 
MS. TAYLOR: I subscribe to your burning building 
theory. And also, I really support where Jim is coming from, 
from the point of view that it's really hard to try to find the 
solution to this health care thing, plus deal with the inherent 
problems of the Teachers' Retirement System. 
My question goes to whether there would be any value at 
all to having sort of group coverage available to annuitants, 
which might require a change in law if it were to be available 
through PERS, or actually PERS or STRS. I'm thinking about PERS 
because it's there and set up, and it would take a law change. 
CHAIRMAN ELDER: I'm thinking of STRS because PERS isn't 
there and set up. 






























Is there any advantage just to make some of the group 
coverage available to annuitants, who then would either have to 
pay the tariff out of their own pocket, or in those cases where 
the district does make it available, that the district could buy 
it back, again through this larger group. 
So my question ultimately goes to the fact that, if some 
sort of administrative structure were set up, such that health 
care would at least be made available to annuitants, and then 
some would have to pay for it themselves and the district would 
pay for the others, is there an argument that can be made for 
that? Would there be savings to individuals who would at least 
be able to tack onto some of these group coverage, and therefore 
their health care, even though they're paying for it themselves, 
would somehow be less for them? 
CHAIRMAN ELDER: Rebecca, you threw that out to 
everybody as far as a question. I think Jean has some comments 
to add on this. 
MS. CURTIS: There would be a savings to the individual. 
Part of the problem that exists now is that in most 
1 school districts, people over 65, at any rate, can't even buy 
into the group plan at all. In a few cases they can, and then 
continue on their own afterwards. 
The problem as it is now is that they can't even do that 
if they want to. So, they're stuck with having to get individual 
coverage, which is always more expensive. You know, Art 
Linkletter on television route, or something. 
----- .. ----·-· ~--·-··- ----- ---------------·-- -··---·-----·--··· --·-·----- ----·-·--- ---------·-------- ---. ---·--· --- ------ . ·-
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1 But you get in anytime, and you just attest to that in 
2 what you said you had to do, and what you pay for it with your 
1 private health insurance plan, and you're not retired. You pay 
4 more, and you get less. If you can be in a group plan, yeah. 
5 I think also the larger pool, you know. The larger the 
6 pool the better off you are. 
7 CHAIRMAN ELDER: In the Legislature, they do not offer a 





















the premiums would be $235 a month, or something along those 
lines for my family. 
So what I have done is basically, it's a personal 
decision. I can't get my wife to fill out the forms anyway, and 
so I just thought I might as well save the difference between $92 
and $235. And we wouldn't have to fill out any forms; we just 
write checks in those events. So, it's a lot cleaner from that 
standpoint. 
We have not made any claim on this insurance since we've 
had it, and if I could insure that we wouldn't take or file a 
claim, I would gladly pay it until I'm at least 85. 
So, what we have to do is separate out these issues. I 
think what I'm hearing is that there needs to be considered 
legislative authorization to have a group plan available to 
retirants provided under some umbrella where it is, in fact, a 
group, and they can thus get presumably a better rate. 
Also, I think I am hearing some support for the next 
element, which is some type of catastrophic health insurance, 
perhaps mandated on the districts, recognizing that in fact it is 
a mandate. 
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1 Both of those proposals, it seems to me, would have to 




























legislative process, and let them stand or fall on their own 
merits and be debated at length, but not part of, basically, the 
report here. 
Mr. Slivkoff. 
MR. SLIVKOFF: Yes, I wanted to reassure everybody that 
I'm not insensitive to the health care needs of retirees or those 
who are in the process of working. 
But I am trying to point out that we have such a 
monumental task with just dealing with this one issue, and it's 
imperative that the Legislature again set up some other ' ACR just 
to study the health care benefits, not only of teachers, but all 
other aspects of the state employees, and so on. That's a 
separate issue, and it's so monumental that it deals with a 
specific kind of action all unto itself. 
We can talk until doomsday, and we're not going to solve 
anything here, because, again, we have a deadline. And I think 
we have to stick to the deadline, and allow the health care --
deal it back to the Legislature and they, in turn, would set up 
another ACR that deals specifically with that aspect. 
CHAIRMAN ELDER: On that point, Appendix E deals with 
the question of catastrophic health insurance, which is the next 
item under your portfolio. 
I think we've basically, in a round about way, talked 
































MR. COX: Mr. Chair, could I make a few comments 
relative to these, sir? 
CHAIRMAN ELDER: Certainly. 
MR. COX: Just for your information, SB 1777, the PERS 
reform bill which is presently on the Governor's desk, the 
initial draft contained a provision to allow an employee group, 
such as the California Retired Teachers' Association, or CTA, to 
get group coverage under PERS. For some reason that was 
eliminated from the bill and was not in the final form. 
One other item, the PERB Board presently has a $120,000 
study underway to ascertain just what health care benefits are 
available to employees of school districts. It might be 
advisable for us to coordinate with the PERB Board and get the 
information being gained from that study. 
There is also a bill on the Governor's desk that would 
require PERS to look into the feasibility of e~tablishing a 
catastrophic health care program in the PERB program. Presently, 
PERB does not have a catastrophic plan per say. 
CHAIRMAN ELDER: All right. 
DR. KLUDT: Could I make a quick comment? 
CHAIRMAN ELDER: I'm very confident that you could make 
a quick comment. 
DR. KLUDT: All right, well, you delayed me three 
I 
! seconds already. 
Really what I wanted to say is, my personal opinion that 
J the districts will not embrace any program for health care from 































I also feel that one-third or more out there that are at 
zero return at 65 ought to have at least major medical or, as you 
call it, catastrophic health care. 
I would like to see this Panel consider very seriously 
the catastrophic part. And I agree with Jim, maybe we can't 
wrestle with the other part, but that, I think, could be handled 
by legislation that we would pose. So, I really am extremely in 
favor of us thinking of major medical in that area. 
CHAIRMAN ELDER: All right. 
Ms. Moser. 
MS. MOSER: Because we ask for this report to be 
presented and then we decided to discuss the part or parts, all 
of which we have read, I feel that at this point I have to insert 
an idea that I have. 
In the report, we've talked about being involved with 
Social Security. I know that we cannot have teachers buy 
Medicare under Social Security, as certain federal employees do. 
That's a part of the report; it's also information that I got 
earlier. 
In some districts --
CHAIRMAN ELDER: Is that true, Mr. Cox? 
MR. COX: There would be nothing prohibiting the State 
of California for funding a Medicare program for teachers. 
MS. MOSER: But not under the Social Security System. 
You're talking about a Medi-Cal thing. 
MR. COX: Medicare, I believe; enough money made 
available that would fund it for the individual teachers on an 
individual basis; those that would care to buy it on their own. 
--- -· -· ·-- ·-·. ------ --··- -· ---- ---- --· -- -
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1 MS. MOSER: Oh, yes. 
2 MR. COX: In fact, I think you have already --
3 MS. MOSER: You're talking about paying as they receive. 
4 I am talking about earning it under a payment as a working 
5 employee. 
6 CHAIRMAN ELDER: I think we should be clear. 























MS. MOSER: Both A and B. 
CHAIRMAN ELDER: -- insurance? They can buy it? 
MR. COX: CTA has sponsored legislation that would fund 
those benefits for retired teachers. 
CHAIRMAN ELDER: Now, Dorothy, your comment was? 
MS. MOSER: That you cannot earn as you are working and 
pay for, as the postal workers, for example, pay about 3 percent 
of salary to buy their Medicare in the future. That is not 
available to anyone else at this time. 
At one time, it was possible to cover the portion of a 
certificated person's work that was not covered by STRS under 
Social Security. 
I would like staff to find out if it is possible in a 
school district to elect to have Social Security coverage of what 
could be classified as overtime. I know that in the City of Long 
Beach they do that, and they elected to do that sometime ago. 
I would like to know if it's possible for such an 
election and such coverage to occur at the present time. 
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1 If it is, it certainly is something that we might want 



























CHAIRMAN ELDER: All right. We can investigate that. 
Wes, you have some comments? 
MR. HULSE: We have already done some looking in that 
area. I've asked the people in Reporting to look into it, and 
they've told me that already there are substantial number of 
districts in the state, including almost all the community 
college districts, which now have Social Security coverage for 
nonmembership service. And that it is still possible for 
districts to pick up such coverage, although Social Security is 
not enthusiastic and puts people through a lot of hoops before 
they do authorize it any more. But it is still possible to get 
that kind of coverage. 
CHAIRMAN ELDER: All right. 
Judy, do you have a question? 
MS. POWELL: Yeah, a question on that, Wes. 
As Dorothy alluded to, she and I have discussed this 
because we do have this in Long Beach when we went to the so-
called extra-duty pay: coaching, or doing a drama, I used to do 
the yearbook. And we elected to go Social Security quite 
sometime ago on that, which permitted many of us who would not 
have otherwise accumulated the necessary quarters to accumulate 
them. 
When you say "putting through hoops", has it changed a 
lot since we did that back in the -- oh, gosh, it's been at least 






























MR. HULSE: Basically it was done back in 1968 to '72. 
And Social Security at that time pretty much pulled the rug out 
from under it, was not going to permit it anymore. 
And I was laboring under that misconception until very 
recently, when I heard some people were still qualifying. And 
people in our Reporting Unit had told me that there are still 
possibles, but they don't make it easy for districts to qualify 
any more. They put them through a lot of hassle, and I don't 
know, there must be some new regulations that limj.t the process 
for new qualifications, but it is possible. 
MS. POWELL: Probably not as simple as when we simply 
had our little election back in whenever it was, '68 or '70. 
MR. HULSE: Back in the late '60s early '70s, it was a 
very common practice, and people were being approved for little 
or no effort at all. 
CHAIRMAN ELDER: I think, if I may, the consensus seems 
to Le that we should have staff recommend that STRS consider 
sponsoring legislation affecting health care costs, and that 
among the alternatives should be the possible earning of Social 
Security and Medicare, and a minimal catastrophic policy for all 
district employees, retired teachers that is, and the feasibility 
of legislation to provide the same level of benefits as provided 
for active teachers. And that STRS pursue the feasibility of 
such alternatives and make a recommendation to the Legislature as 
to what they see as they preferable alternatives in order that 






























No recommendation is made as to which or all of these 
alternatives, but that they should be considered by STRS as 
something they may wish to recommend in the form of a legislative 
program next year, which would have to go through the normal 
legislative process, and in that process have hearings in policy 
and financial committees so that everyone can make extended 
comments and have input into the legislative process. 
But for now, I don't think that this is something we can 
take on as part of our charge, because as has been observed, 
!we're going to have a very difficult time meeting our deadlines 
land coming up with something that will alleviate the unfunded 
liability on the current retirement system. 
So, you still have a lot to do, but I don't think it can 
be part of this particular package. 
MS. BAEZ: I have a couple of things I'd like to say. 
First of all is that the whole health care issue, I 
personally having worked with it, find it real, real important 
for the teachers that it's going to effect. And personally 
important, being that I have a son and feel like teaching's a 
real important issue and like to see people be attracted to that 
profession rather than just end up there and decide they want to 
be somewhere else. 
The next thing is that the catastrophic for -- if it's 
1 
something that's considered by districts is more costly in the 
I 
end to district, to employer and so on, than going as the reports 
explain, than going on itself, including the retirants in with 
the active employees, and giving them regular insurance, which 
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1 usually covers up to, as the report explains, a million dollars 
2 or so a year, which beyond that is not that common. There will 



























I think that I'm just adding this for a couple of 
reasons. One, that I feel it's important; and two, that I think 
that the catastrophic would end up being more costly to the 
district, to the employer, to the state, possibly to the 
employee, because if you talk about including just a group of 
annuitants on the catastrophic level, the cost gets very, very 
high. 
The third thing I'd like to say is that, this is sort of 
a personal aside, but that it's --we have been treated real 
poorly, staff has. And I find it basically kind of humiliating, 
what's happened as far as our work, and the amount of time, and 
hours, and research and writing we've put in, and what's happened 
with it. 
CHAIRMAN ELDER: lvelcome to the real world. 
MS. BAEZ: Well, not necessarily. I've done real world 
quite a bit, so that's not necessarily true. 
And I feel that I really hope teachers get health care, 
because that's important to me. 
But that I am resigning. And if there's something I can 
do on a personal level for teachers getting it, I would like to 
see it done. But not as far as what I see happening here. 
I'm basically kind of humiliated by what's happened with 
that. 
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1 Thank you. 
2 CHAIRMAN ELDER: All right. I guess we've completed the 
3 catastrophic health care question. 
4 I wonder if we might take a five-minute in-place break, 
5 I think, for the benefit of our stenographer. 
6 (Thereupon a brief recess was taken.) 
7 CHAIRMAN ELDER: Ladies and gentlemen, I'd like now, if 
8 we could, to proceed with this afternoon's hearing. 
9 We left of with Appendix E, and we are now starting with 
10 Appendix F, which is Social Security. 


















these materials is extremely critical, as of course is our 
collective review of them in furthering discussion of them. It 
does make a significant contribution to our thought processes as 
we try to grope and deal with this very serious problem with STRS 
unfunded liability, at least for this year growing at the rate of 
a million dollars a day, so that we can come to some conclusion 
about it. 
The fact that we don't embrace one particular proposal 
over another should not be a reflection of the preparer of that 
, particular section or the Study Panel, but more or less a 
reflection of the fact that we cannot do everything we would like 
to do, but are constrained by some very serious problems, 
including the inability to print money. 
So with that, I would just like to say that however any 
of the remaining recommendations fare, the preparer of that 
particular section made a very significant contribution, because 






























it has moved us along in our thought processes to come to some 
consensus, which would be necessary if we are going to have a 
report which would suggest implementing legislation for solving 
these problems. 
Having said that, I'd like to now entertain comments 
relative to the Social Security element of the Study Panel 
Report. 
Mr. Cox, if you have some words of wisdom for us, we 
will commence. 
MR. COX: Yes, sir. 
As the Executive Summary indicates, whether or not 
Social Security is recommending would depend on whether or not 
the Panel would recommend a second, third, fourth tier. 
The Task Force staff recommends that were a second tier 
proposed, that it be also coordinated with Social Security on a 
supplemental basis. 
Tomorrow the 
CHAIRMAN ELDER: Could explain to me how we do that if 
no one's in it? 
MR. COX: I think that is a very crucial question. I 
think it gets back to your original statement that this 
recommendation is not necessarily a recommendation of the Panel 
or the staff. 
I personally would question whether or not the a state 
legislator would attempt to mandate Social Security on a group of 
individuals without that group sponsoring the legislation. I 






























CHAIRMAN ELDER: Are you saying that there would be, in 
your recommendation, no second, third or fourth tier in the 
absence of Social Security? 
MR. COX: Not necessarily, but the second tier that will 
be recommended tomorrow is predicated upon Social Security being 
supplemental to the tier. 
There are all sorts of combinations that could be placed 
into a second tier, not necessarily the one that will be 
recommended tomorrow, the 
CHAIRMAN ELDER: Are you referring to Tier II here? 
MR. COX: Yes, right. 
CHAIRMAN ELDER: And that benefit? 
MR. COX: There's two separate tiers in that particular 
package. There is a tier that is completely and apart from 
Social Security, and then there's a second alternative tier that 
would be supplemental to Social Security. 
CHAIRMAN ELDER: And this is, Proposal B, is STRS only 
Tier II, so this 1.7 percent is without Social Security. 
MR. COX: Right. And there is a Proposal C. Here 
again, these proposals are starting points for your 
deliberations. 
If Tier II is designed as contained in B, then we would 
not coordinate with Social Security. If it is designed similar 
to that contained in C, then Social Security should be 
supplemental to that tier. 
CHAIRMAN ELDER: You're saying the 1 percent 
recommendation at age 60, of necessity, must incorporate Social 
1 Security. 































MR. COX: Yes, sir. But back to your original point, 
whether or not politically it's feasible to attempt to mandate 
Social Security on a group of employees, I think it's a very, 
very valid question. 
CHAIRMAN ELDER: And the reason you say that, if we can 
draw it out, is that those individuals would be subject to having 
their take-home pay reduced by 7 percent of their gross salary. 
MR. COX: For every person that's advantaged by Social 
Security, you can usually find a person who's disadvantaged by 
it. 
We have had legislation in the past that has attempted 
to mandate Social Security on employees, and usually those bills 
are never heard in policy committee, because the author finds his 
or her head in a buzz saw. 
CHAIRMAN ELDER: One of the ironies of proposing Social 
Security in the benefit, you're talking about here is 14 percent 
as opposed to our current 19.56 for an STRS system savings of 
5.56 percent, winds up costing the employer 14, if I figure 
Social Security right, 7 and 7. So, I think there might be not 
only a little tough sledding with the employee groups, but there 
might be a little bit of objection from the School Boards 
Association, to say nothing of maybe even the California 
Teachers', and I've already mentioned them in the employee 
groups, but the PTA and everybody else would come out of the 
woodwork in terms of providing the teachers the same benefit, God 
1 
forbid, that we would provide to the little CSEA people. My 
I gosh, what a terrible thing that would be! Being about as 
J facetious as I can get. 
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1 And then, of course, they would be eligible for 
2 Medicare, which deals with the health care problem we just talked 
3 about. 
4 With that little commentary, I wonder if we could get 
5 some input from the Panel members as to their feelings with 
6 respect to the Social Security question, recognizing that the 
7 consideration for Social Security would be in the second tier, 
8 Proposal c. 
9 All right, coming around the bend here, Burt. 
10 MR. COHEN: Mr. Chairman, do I understand correctly that 
11 the employer cost of Social Security would wind up as a local 

















be voluntary as it's conceived here as far as the districts are 
concerned? 
MR. COX: I personally would think it would be a local 
mandated cost. 
We have a representative from Counsel here, if you'd 
like to direct that to Doug Kinney. 
But my own personal opinion is, you cannot circumvent 
that mandation feature. 
CHAIRMAN ELDER: It's just a few billion dollars, not 
really to be too troubling, Burt. 
I 
I would suggest that what it would do is simply reduce 
, the amount available for ADA. In a sense, everything's a 
mandated cost. I mean, there's only so many dollars in the 
cookie jar, and if people want to parade up here and say it's a 
mandated cost, I wouldn't disagree with them, but they'd 
I 







certainly take so many dollars out of the cookie jar, which means 
ADA funding goes down accordingly. 
3 So, on the one hand it is a mandated cost, but it isn't 
4 a bottomless pit, either. 
5 David. 
6 MR. FELDERSTEIN: I was just going to repeat my request 
7 from the last section, that should staff be recommending 
8 something to the Panel relating to an adoption of a coordination 
9 with Social Security in some manner, that the state mandated cost 
10 implications, as clearly as they can, be determined as far as 
11 actual costs might provided to the Panel so the Panel can know 

















MR. COX: I think that's a point very well taken. 
CHAIRMAN ELDER: Mr. Slivkoff. 
MR. SLIVKOFF: We talked about this a number of times, 
and teachers have voted at one time that the would opt for a 
better -- for a Social Security or a better STRS program, and 
that vote was way back in the 1950s, and we adopted the present 
system to improve on STRS. 
We talked about this in the past, too, and we found that 
in order for the state teachers to go into Social Security, the 
state would have to come up with some kind of lump sum, and I 
forget what that is now, but it was a tremendous amount in order 
to pay our so-called fair share. 
The other fact that concerned us was that once the money 
left the state, we couldn't invest it, and it went into the 
I septic tank in Maryland and was forever lost. 
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1 And the other factor was that the 7 percent today would . 
2 become 8 percent next year, and who knows where it will end up in 
3 the future. Social Security is on a shaky basis the way it is. 
4 Then what will it cost the employer and employee? I 
5 think when we look at this thing, if we were to select instead of 
6 the 14 percent, if we were to take 7 percent and split it between 
7 the employer and the employee, I think we could do several 
8 things. We could not only improve STRS, but also we could fund 
9 the System over a 30 or 40 year period and have a better System; 
10 we would have our own investment policy; keep the money in the 
11 state, and I think we would know what we were doing with that. 
12 So, I think it has tremendous implications for the 
13 teachers. I think the teachers should opt, once they have a list 
14 of criteria, the pros and cons, then to indicate what they desire 
15 as far as Social Security implementation or not to implement. 
16 CHAIRMAN ELDER: Very good. 












MS. POWELL: Just one question. 
Dave, what you're saying is a state mandated cost. 
You're saying that it would probably be unlikely that anyone 
could really impose the Social Security thing every district in 
the state. 
Am I understanding you right? 
MR. COX: No, I think you could impose Social Security, 
given several factors. But I think it would be a mandation in 
terms of our tax laws that would result in the state being 
required to pick up the cost, the additional cost to the 
districts. 


































MS. POWELL: And if you went by district election, say, 
just for hypothetically, say: Well, you have the option; you can 
either vote into this or not, as we did in Long Beach for our 
extra-duty thing. 
MR. COX: I think you're key word is "option". But you 
would also, under our laws, end up with --
MR. POWELL: You'd still have to pay for that. 
MR. COX: Not necessarily that, but you would probably 
not have to pay for that if it were optional, but you would get a 
state mandated flag, because it would then become bargainable. 
CHAIRMAN ELDER: Is that what you're saying, only the 
bargaining costs? 
MR. COX: In that particular scenario, yes. 
CHAIRMAN ELDER: That could, under diminimus in terms of 
the I've used that word twice today. This is a very good day 
for me. If I can say it once in the morning and once in the 
afternoon, it's really a good day. 
MR. FELDERSTEIN: The bargaining cost ones are usually 
what's the word -- they put in a disclaimer for that. 
CHAIRMAN ELDER: As opposed to Social Security costs, 
which are dimaximus. 
MR. COX: Doug Kinney, from Legislative Counsel, is here 
if you have a legal --
CHAIRMAN ELDER: All right. 
Mr. Kinney, are you ready for the question? You promise 
you won't resign on me now? 
MR. KINNEY: No. 
··---·---------·--·--····-·-··-------··--·-····-------------~··--·---------------··--·-·--­.. ··--·--·-·--·····---·-··--·-------·-·····-····-·· 
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1 CHAIRMAN ELDER: This is real tough. Are we going to 
2 create a mandation if we made it optional per district pursuant 
3 to Judy's recommendation or question? 
4 MR. KINNEY: I'm not sure if what she's talking about is 
























CHAIRMAN ELDER: An individual district? 
MR. KINNEY: I think someone said that at least three 
! school districts have already, or is that--
1 
1 MR. HULSE: That's health benefits. 
I MR. KINNEY: That's just the health. 
CHAIRMAN ELDER: Mr. Cox, the question that Mr. Kinney 
has posed of you: Is there not law in place to allow --
MR. COX: No. 
CHAIRMAN ELDER: -- this, and would it take legislation? 
MR. COX: It certainly would, because you would be 
talking about a second tier that would also be optional. 
CHAIRMAN ELDER: Are you going to subcontract with Leg. 
1 
Counsel to answer the questions that are legal in nature? 
II 
I 
MR. COX: No, what you're talking about is a second tier 
1
j for those districts that would opt into Social Security, were 
l
'j that possible. That would take a law change in itself. 
1 
CHAIRMAN ELDER: So we need a law to do it, and the 
l, question of you is: Would that be a mandation of cost if a 
j district opted to do what we said was permissible under the law? 
i 
I 
MR. KINNEY: There's a great deal of confusion about 
l this. There's two types of state mandated local costs. One's 
I the collective bargaining cost, and the other's a program cost . 
!I 
II 































Here, it isn't that the state law is requiring the 
program. What the state law is doing is authorizing it for the 
first time, collective bargaining on a particular issue. In that 
event, we've determined that that is a state mandated local 
program collective bargaining cost, which the state has to pay 
just for the cost of bargaining about this precise issue, but not 
about the benefits that may result therefrom. 
CHAIRMAN ELDER: It seems to me that under that 
scenario, I can't imagine very many districts opting for it. I 
don't know that you necessarily do, do you Judy? That's not your 
point. But it gives them the flexibility or their consideration 
if there were such a law. 
It might be interesting to see who would come out of the 
woodwork on that one. But as I carried and put 62 bills on the 
Governor's desk in this two-year session, it isn't going to be 
me. 
Moving right around here, Dorothy don't leave now. 
We're just getting to you on Social Security here. Did you have 
anything you wanted to add? 
MS. MOSER: Yes, if it's my turn. 
CHAIRMAN ELDER: It is. 
MS. MOSER: The first thing, a reminder that, again, I 
am interested in what is the procedure in a district to be able 
to elect to cover service that is not covered by STRS? 
And secondly, as I looked at this report on page F-6, 
where we talk about STRS normal retirement age, Social Security 
normal retirement age, and so on and so forth, and the indication 
that there seems to be a problem. 
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1 If you are covered under PERS, and for most folks who 
2 are under PERS, they are also under Social Security, and they can 
3 have early retirement as early as age 50, then for you to retire 
4 under STRS at 55 or 60, and have 60 be normal, and not have 
5 Social Security kick in until 62 or 65, I can't see that that's a 
6 great problem. And as a matter of fact, if you retired at 60, 





















the tide of erosion of buying power. 
I So, the rationale for proposing a change in the 
I 
1 r~tirement age to age 65 I don't buy. 
I : CHAIRMAN ELDER: Carl, have you any comment with respect 
to Social Security? 
DR. KLUDT: Yes, I have two problems with this. One is 
that I think it's been said a little bit, but is this 
approximately 60 percent of the preretirement income level when 
combined with age 65 Social Security retirement benefit going to 
reduce the STRS costs to the retirant? 
In other words, if you combine the two, then STRS opts 
1
/out for a certain amount? The statement is on F-2, top of the 
the benefit formula. !page, 
·I It sounds like to me that STRS benefit would be reduced 
when combined with the age 65 Social Security retirement benefit. 
Am I reading that right? 
CHAIRMAN ELDER: That's right. 
I 
/ MR. COX: Yes, and this is also contained in tomorrow's 
i1 agenda, and in the next section when we go into some depth as to 
II how the 60 percent was arrived at. 
I! 
I 






























~ - . 
DR. KLUDT: Okay. 
Then under item 2 on your summary on page 2, the 
summary, where it says the same thing 
sorry. It's back under F here. 
wait a minute, I'm 
The statement that you would reduce 50 percent, by 50 
percent of the Social Security the STRS benefit. Is that 
correct? 
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MR. COX: That must be treated completely separate from 
the recommendation. 
DR. KLUDT: It's an alternative, I realize. 
MR. COX: It's an alternative that the staff is not 
recommending. The staff only placed that in there for 
informational purposes. 
DR. KLUDT: I think both of them are probably illegal, 
and I'm sure they're unethical as far as the retirants are 
concerned, to penalize them just because they are fortunate 
enough to get into Social Security. 
MR. COX: Certain public agencies have gone that way, 
but most of them have --
DR. KLUDT: It doesn't make it right. 
MR. COX: Most of them have experienced administrative 
nightmares, because it's very difficult if not impossible to --
DR. KLUDT: Anyway, I just wanted to go on record that 
-- and I'm sure it's just a suggested alternative, and I oppose 
it. 
CHAIRMAN ELDER: All right, Carl. I guess the only way 
it could be considered a reduction in cost to the employee would 
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1 be that you substitute an 8 percent deduction for STRS for a 7 
2 percent reduction or payment to Social Security. And when you 
3 eliminate, as that scenario suggests, the teacher's contribution 
4 entirely, you do substantially downgrade the retirement available 
























DR. KLUDT: With the option it wouldn't be unethical, 
but if you were forced to stay in the retirement system and 
Social Security, it would be. I'm sure you can see that. 
CHAIRMAN ELDER: Substantial burden in take-home pay. 
Liz. 
MS. COOPER: I think most teachers are opposed to being 
in Social Security. I think when we talk about Social Security, 
they're concerned about Medicare. 
If there was some way through legislation, like Dorothy 
mentioned, if we could use the overtime that they could have that 
and buy into the Medicare, or be available, then I don't think 
they would be that concerned about getting Social Security. 
I have to agree with Jim. If we're going to pay 7 
percent and the employer's going to pay 7 percent, we can use 
that 14 percent to improve our own System rather than improving 




CHAIRMAN ELDER: The rat hole in Maryland, was it? 
MR. SLIVKOFF: Cesspool. 
CHAIRMAN ELDER: Cesspool in Maryland as opposed to the 
! cesspool on Wall Street. 
,I 
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MS. CURTIS: I think that in a sense the proposal that 
we have today is not what we were looking for, or the proposals, 
because in terms of benefits -- and I got a little disturbed 
earlier today when people kept talking about and saying that the 
only reason that we're here is to talk about ways to cut the cost 
of the System and to deal with funding. 
It was my understanding that the purpose of this august 
body was to deal with two things: -and that was funding and 
benefits, which I did not define as chop off the benefits so we 
won't have to worry about the funding. 
But at any rate, it seem to me that we're in danger of 
cutting off our nose to spite our face. We're talking about 
hopping into Social Security. And I wonder, you know, they've 
been trying -- "they" meaning the federal government -- to get us 
in there~ get everybody in there because the Social Security 
people are already in trouble, right? So if they get all this 
new money in, at least for a little while it'll tide them over 
until about the time I'm ready to retire. Now I've got two 
systems to worry about, or maybe only one, but it's in 
Washington. 
Now, I realize that has advantages, because the State of 
California doesn't need to worry about it. 
CHAIRMAN ELDER: Jean, I don't think anybody here 
disagrees with what you're saying. I think we all pretty much 
MS. CURTIS: Then could I ask a question? 
CHAIRMAN ELDER: Certainly. 
··-·-·-·-·- ·------·--------·----- ---·-····----~--------~------------------ -----------~-----------·---------- -------------·-· ---- . -
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1 MS. CURTIS: We have spoken, Dave proposed, and some 
2 have even said good things about the additional 14 percent for 
3 Social Security, okay? Is that not so? 
4 And yet, it is not in the real world, supposedly, to 
5 talk about an increase, perhaps, in the contribution of teachers, 
6 or school districts, or who ever in terms of our own System, 
7 which is in better shape financially, probably, than Social 
8 Security. 
9 I'd rather save the one that's less sick than pour 




















CHAIRMAN ELDER: I think you agree with what Elizabeth 
has been saying. 
I think if there is something we should look at as a 
Study Panel, it would be the feasibility, and I don't think it is 
feasible, but I think we should consider it, what would it cost 
for districts to opt for, on an optional basis, the cost of 
Medicare alone. I think you said 3 percent earlier. 
That, to me, might prove attractive to any number of 
people playing. But if it can't be done, it can't be done, and 
we should find that out. 
I 
j MS. MOSER: It's already in this report someplace~ I 
j read it. 
I It was only available to certain federal employees, 




I like to proceed on, okay. 































It seems to me, if I can consolidate the consensus of 
you, that Social Security, as has been indicated, would cost 
about 14 percent: 7 percent from the employer now, and 7 percent 
from the teachers, and could very likely be increased over time 
to some other percentage over which we would have very little or 
no control. 
Therefore, the general recommendation of the Study 
Panel, I think almost unanimously, is that we not consider Social 
Security any further. 
With that, perhaps we can get on to the adequacy of 
retirement income. 
MS. POWELL: Could I ask a question. 
When you say, "almost unanimously", with the exception 
that Dorothy's made, a real point of investigating the extra-duty 
pay issue. 
CHAIRMAN ELDER: With that exception, of course. 
As far as the next point, we should be talking about 
retirement income adequacy, which I think is Appendix G. 
MR. COX: Mr. Chair, staff 
CHAIRMAN ELDER: What is this esoteric narrative about? 
I heard 60 percent kicked around, and I was wondering how that 
related to what we're doing. 
MR. COX: I think this is an extremely important and 
basic section because most normal ages are predicated upon having 
a certain percentage available at a specified age. 
As you are aware now, PERS and STRS both consider the 































who works 30 years with 60 percent of final compensation at age 
60. 
The staff suggests that an income replacement ratio of 
60 percent of preretirement income is quite common among other 
public and private plans, and recommends that if STRS does not 
align itself with any other supplemental system, that the 60 
percent retirement ratio should be retained. 
This is, I think, a very important recommendation that 
! will be the basis for the discussion of two-tier tomorrow. 
I If you want to go into the paper in any depth, Wes Hulse 
i was responsible for the background information, and Tom Branan is 
here of the STRS staff who was responsible for the general 
summary. 
CHAIRMAN ELDER: So the general consensus is that 60 
per~ent at 30 years' service? 
MR. COX: Is not only adequate, but it's very common 
among other pensions. 
CHAIRMAN ELDER: And that is at age, what, 65 or 60? 
MR. COX: It would dependent upon the particular formula 
that was contained in the plan itself. Presently it's age 60, 
yes, sir. 
CHAIRMAN ELDER: So, 60 at 60, or 60 at 65, is thought 
j to be an adequate retirement allowance in the general area of 
1retirement planning? 
MR. COX: It's true, sir. 
CHAIRMAN ELDER: Mr. Crippen has a comment. 
li 































MR. CRIPPEN: A couple of years ago, when we were 
looking at two-tier in DPA, we had the President's Commission ' s 
report. But 60 percent was the recommendation of the President's 
Commission, a combination of retirement and Social Security that 
equaled 60 percent was considered to be adequate, a little better 
than adequate, actually. The higher the income, the lower the 
percentage. 
CHAIRMAN ELDER: I think having that comment, I think it 
probably presumes Social Security and Medicare. I'm not sure. 
I'd like to hear some comments along those lines from those that 
are here in this particular section. 
Did the 60 percent, where it worked out, presume that 
people were under Medicare? 
MR. HULSE: Yes, sir. 
The basic calculation of target replacement ratio 
assumed that you have the same relative living standard before 
and after retirement. 
In the case of teachers who by and large in this state 
have total paid medical before retirement, or substantially total 
paid medical before retirement, and rnany who do not have it 
afterwards, they become an anomaly to this process. They do not 
fit in. 
This is calculated on the basis that those who have it 
before will have it after, and this is not true for all of our 
teachers, which we discussed this morning. 
CHAIRMAN ELDER: I'd like to throw it open to the Panel. 






























MS. MOSER: It looks to me as if we have now arrived at 
what would be going back to prior to 1972, except that instead of 
having to teach 30 years and be age 60 and get the 1.7 percent 
factor, you now get to teach 35 years, be 65 years old, and get 
the 1.7 factor. 
Prior to 1972, or for anyone born prior to July of 1917, 
if you worked until you were 65, the factor was markedly above 2 
I I percent. 
1 As I look at this, I find it distressing, to say the 
II least, and far closer to frightening. And I think it's because 
~~ I've been involved in teaching since I was 20, when the rate that 
I had to contribute was 6.13 percent. 
I now look at a proposal that says: You're contributing 
8 percent; you're going to get to teach 35 years; and you're 
going to get the kind of formula and so forth that we worked so 
hard to improve, and you get to go back to prior to 1972 with 
this 1.7 percent factor. 
The 60 percent may be a recommendation that came from a 
' President's Task Force, or someplace else, but in the real world, 
I I know many teachers who have had to teach until they were 
' mandatorily retired at 65, because they saw no way in this real 
world that they could live on 60 percent of what they had been 
l
l making, because they were having a heck of a time making it on 
, the 100 percent that they were making at that time. 
I' ·I 
I 
I look at this, and I say, you know, we're going to turn 
I us back 15 years, except you're going to have to be older and get 
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1 I find it to be a proposal that is certainly not 
2 acceptable to me. 
3 CHAIRMAN ELDER: All right, on that optimistic note, 
4 should we hear any other comments? Carl. 
5 DR. KLUDT: I just have a question. By the way, I agree 























I have a question: Does full career mean that you're 
supposed to retire? Is that what that term means? 
MR. COX: No. 
DR. KLUDT: What does it mean? 
CHAIRMAN ELDER: Defines basically a typical career, 
which would be teaching to age 65 with 35 years• service. 
DR. KLUDT: So that 
CHAIRMAN ELDER: So something less than that would be 
less an a full career in terms of what you're talking about as 
far as retirement; right? 
MR. COX: Right. 
DR. KLUDT: Under number 5, again we come to the second 
verse of my song, and that is, if you're going to have a 
substantial education program by the Retirement System, you're 
going to have to have people conduct the sessions, the 
orientation sessions. 
At the present time, again, the Southern California 
staff is not able to do this. They have no field people. 
They're just running out on their own time and so forth. So, I 
think that that should be -- we've got to face the fact that the 
information center is the STRS offices in Sacramento. Therefore, 
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1 if there's no outreach except by volunteers of the Teachers• 
2 Associations, and so forth, especially in the area where we have 
3 over 200,000 retirees, then I think that kind of statement keeps 

























CHAIRMAN ELDER: Right. 
DR. KLUDT: You can't educate without presenters and 
materials. 
CHAIRMAN ELDER: I think, and pardon my ignorance, 
David, but there needs to be, if there is not already intended to 
be included, or maybe not even here -- I haven't had a chance to 
review the entire report -- a section outlining in detail the 
kind of outreach and information program that would be necessary 
to do an adequate job of talking to all of the affected teachers 
and employee groups. 
MR. COX: I think you're right, sir. I think it should 
be stated that that is not only the responsibility of STRS, but 
of the school districts. They should be a partner in this 
educational program. 
CHAIRMAN ELDER: It will be treated in your final report 
as to what you think constitutes an adequate program, or suggest 
a program in this regard as to --
MR. COX: Yes, sir. And along that line, your 
! committee, in conjunction with Senator Deddeh's committee, is 
I 
1 holding an in-depth review of the program developed by PERS and 
DPA in informing the state employees of their rights under the 
CHAIRMAN ELDER: Pursuant to my AB 529? 































MR. COX: Yes, sir. 
CHAIRMAN ELDER: So, the two-tier system the PERS is 
undertaking right now in terms of information can help provide 
some sense of what is required for --
MR. COX: Right, that open period begins November 1, and 
DPA has already instituted seminars informing employees of their 
rights. The employer is conducting the seminars; the retirement 
system is furnishing the educational materials to the employer. 
CHAIRMAN ELDER: Very good. 
Ms. Powell. 
MS. POWELL: I think it should be noted, and Dorothy 
might want to comment further on this, that we actually have also 
a number of proposals before us at the STRS Board coming through 
her committee, the Operations Committee, as to a very 
comprehensive improved educational program that's quite 
expensive. 
Perhaps it would be useful if we would supply that 
material to the members of the Panel so they could see what our 
Board is already having under consideration to improve that whole 
educational program. 
Dorothy, I don't know if you want to add to that, but it 
comes through your committee, as I recall, the report. 
Basically, we've been looking at it for a period of time 
in which we were looking at implementing over a two-year period 
or so a much more extensive educational program than we already 
have. Again, I think it might be useful if we provided Panel 
members with that particular proposal. 
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1 CHAIRMAN ELDER: There was one other question. Jean and 



























MS. CURTIS: Commenting on item 5 here on page G-2, the 
s ubstantial educational program that you are suggesting be 
undertaken by the retirement System, employers and teacher 
organizations to inform members of the limitations of their 
reti rement system. 
One of the problems we seem to be running into here is 
I t hat we do not realize that a substantial educational program of 
I I! any kind is not cheap. 
·1 Not only that, you are suggesting that some entity which 
I receives nothing from the STRS system should also participate in 
I this substantial educational program. 
I would suggest that whatever money is spent on that 
might, perhaps, be better spent in beefing up the System. 
I CHAIRMAN ELDER: I would say that I think the idea of 
putting the Teachers' Association in the process is that they 
would probably be yelling and screaming just as loudly if they 
d 
jj were excluded. I don't know how we win on that one. 
I MS. MOSER: I understand the recommendation. I think 
I 
l it's important to note, as Judy has noted, that the Retirement 
I 
1
1system is involved in an educational program. They work with 
II 
uemployers and they work with teachers' organization groups. 
ji ,, 
I 
Teacher organization groups over a period, historical 
I 



































And I know that at least for as long as I have been 
involved with retirement, as I have talked to teachers and 
administrative members of the System, I have always said: The 
System will not be able to maintain you in the manner to which 
you are accustomed to living, let alone the manner in which you 
would like to be living. 
So, on the side, you do need to have some provisions, 
and it was not meant that the System would provide everything for 
you. But I think there is an educational program going on now. 
It is at least two-pronged. And I certainly would support the 
staff recommendation that the educational program continue. 
DR. KLUDT: So would I. 
I wanted to add to what I said two things, which are my 
own ideas I wish you would consider in the budget. 
That is the sum of the budget be just for people, 
volunteers, who you can train, who can be more outreach for you, 
who are capable of making presentations, like retirants who've 
been teaching for years, and if you can cure them of their bad 
teaching methods, why, that's good, too. 
You can then have a budget for their expenses and so 
forth which would not mean a full-time person, but for your first 
outreach, which is going to have to be something, you could use 
your money a lot better by allocating to individuals expense 
money, maybe even a small stipend. 
CHAIRMAN ELDER: To augment their retirement income. 
DR. KLUDT: Yeah, and it'll augment their retirement. 
. ~ ------- -· - -
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1 The other thing is, don't hold this to the STRS staff. 
2 And I know you don't intend to do this, so I'm just saying my 
1 recommendation is that you use the old -- like the telephone tree 
4 idea, that you have people who are willing to do it, and that you 
























for your bucks that way. 
That's just a budget idea that I would like to see 
I 
I 
! happen . 
Mr. Cox, take those admonitions into I CHAIRMAN ELDER: 
\\ consideration, and I've suggested too for your consideration that 
'i 
j! these presentations be reduced to video cassettes so they can be 
'! replicated and disseminated widely. I think that's a good point. 
I Mr. Slivkoff. 
MR. SLIVKOFF: Yes, we were talking about two points. I 
want to make one on teacher adequacy, and then the other on 
informing membership. 
One of the things about the educational system and 
teaching is, it depends on the level of teaching that you're 
!
:; working at, and also the particular segment of teaching, whether 
1
Jit be coaching, or kindergarten, or physics, or whatever kind of 
II program, biology. 
~ I think that has a particular imprint on a person's life 
~~ style, and also how he reacts over the years in terms of how long 
li they're able to stay in the teaching profession. ,, 
I• 
'I li I think the formula 30 and 60 is still the one that I'm 
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There's some people that are very young at 70, and 
that's why we've never established a specific retirement age by 
STRS. And I know at one time we had a person teaching up in the 
Green Valley area east of Sacramento, teaching at 85, if I 
recall. That was way back in the '60s. 
There's some people that are old at 50, and they need to 
get out. So, I think the proviso of allowing early retirement is 
important for those people who can't emotionally or physically 
function at that time, because there's a debilitating factor that 
comes with teaching in the classroom. 
I'm subject to varicose veins, and standing in front of 
a group teaching biology, or geometry, and physics was not good, 
and so I've gone into counseling and also administration so I can 
get off my feet. That was one way I had of coping. 
So, there are ways a person can work within the System 
in order to maintain a better life style and live at it a little 
longer. 
The cost of living has also been a tremendous factor in 
terms of teaching. Fortunately now, there's more ability for 
teachers to save, and the investment opportunity's much greater, 
with the IRAs, and the government bonds, and the credit unions 
also help in that area. 
CHAIRMAN ELDER: Don't forget the stock market. 
MR. SLIVKOFF: No, I don't recommend the stock market. 
Never have. 
But anyway, I think that for a person to continue to 
teach to 65, for those that really cannot maintain that pace , you 
~ ---····--···-------·· -- ···--·---------·-·-·-----------··-·-- · . ··- --- .. 
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1 know, how often can you do the same thing for a period of time, 
2 and that's what happens. You're not learning any more, and you 
.3 may not be teaching any more, doing the same thing over the 
4 years. 
5 So, I think the idea of going to 65 from 60 is good, 
6 provided there's a diminishing factor in there. So at 60, they 
7 get 2 percent; at 61 it's 1.8, and so on down to 1.25 at 65. So, 





















So, that part should be worked out in there, and again, 
I it takes a great deal of study by staff in order to determine how 
, and when, how long a person should be, and perhaps we have some 
of those. 
Relating to the information about the educational, I 
worked with Anna Gardner, and we established the first retirement 
conference in Los Angeles, and I forget, it was so long ago. 
Then in the process, we established the preretirement conferences 
throughout the state. I was chairing the Retirement Committee at 
the time, and so we involved all aspects of it. We involved the 
l
i economic portions of it, insurance, opportunity for people to 
invest, and also we had a member from STRS staff at that time; we 
had someone from CRTA that encourage people to join that 
~~ organization, and so on. So, it was a well-balanced 
! presentation. And then it was set up so that it would cover 
! teachers in Redding, and San Diego, Imperial, and so on. 
I 
So, there is that opportunity for that inherent in the 
proposition. I think the organizations will continue to assist. 
---------------------------------------------------------------------------------------------------------------------- -·I 
113 
1 CHAIRMAN ELDER: As we proceed on here, I'm going to 
2 charge ahead on the optimistic assumption that we're going to get 




DR. KLUDT: May I have 10 seconds, Mr. Chair? 
CHAIRMAN ELDER: You certainly can, right after Judy 
7 Powell. 
8 MS. POWELL: I would just note in referring back to the 
9 program that I said has been presented to our Board, Dave, that 
10 you mentioned video cassettes. That's one of the components that 
11 we have in that proposal, as a part of that. 
12 I would also refer back to what Jean says, it costs 
13 money. We do have that proposal in front of us and hoping to 
14 implement that very kind of thing, and to plug into district 
15 T.V., for example, as we have in Long Beach, closed circuit T.V., 
16 all that stuff. We do have a plan. The question is our ability 
17 to implement it, and its cost, and so forth. 
18 CHAIRMAN ELDER: I'm sure that there's going to be 
19 enabling legislation, and one of the elements will be a bill that 
20 takes care of the appropriations associated with the 
21 recommendations of the Study Panel. 
22 We'll probably have a few bucks in it, and I'm sure that 
' 
23 !with the kind of package of bills that we'll be talking about, 
24 I'm sure that it will fare well through the legislative process. 
25 
All right, Carl. 
26 DR. KLUDT: I just wanted to add to what I said. I hear 
27 
us training them, or training trainers to tell them what the 
28 
restrictions or limitations are. 
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1 The thing they really want to know also is what options 
2 they have. I think that should probably the second thing, the 
3 thing they'll remember most, the opportunities they have under 
4 the STRS program. 
5 CHAIRMAN ELDER: I'd like to wrap up this section. I 
6 don't think we really had any consensus of view as to whether 60 
7 percent is an adequate amount, whether that be at age 60 or 65. 
8 I have the impression that nobody thinks that is over-generous, 
9 and I have the impression also that some feel that that's not an 
10 adequate amount. 
11 I don't know how we deal with that. Would that be fair 
12 to say as to where most of you are coming from, that 60 percent 
13 in the absence of something for Medicare is probably going to be 












DR. KLUDT: Definitely. 
CHAIRMAN ELDER: All right, Ken. 
MR. DOCTER: Mr. Chairman, I think that perhaps now is 
not the right time to fully go into this. I think there is a 
case to be made. I think Dorothy started it a little bit ago, 
that the retirement amount is not intended to be an amount which 
would fully supplement what the earnings of a person during their 
working life had been. And that the retirement income amount is 
I 
il an amount that is to be-- that should be able to be counted 
1' upon, and should be able to be known, but to the best of my 
i' 
I 
knowledge has not been intended to be a complete replacement for 
I 
26 




































So, I think there is a strong position that can be taken 
that deals with the adequacy of 60 percent, or any other number 
that's chosen, and I don't think we ought to arbitrarily lead our 
thinking down the line that says: Because that does not equate 
to what the 100 percent of earnings are during the working years 
that it's inadequate. 
As to the, again not to discuss at the moment, but the 
65-year-old retirement age is an age that is becoming far more 
common in the American work force today, and in fact if anything, 
the work force age is increasing, not decreasing. And I think 
that we would find that in more cases than not, age 65 or older 
would be the normal retirement as opposed to younger. And we 
haven't really spoken to that much today, but at some juncture I 
don't think it ought to get lost. 
CHAIRMAN ELDER: Those points are well taken. 
If I may get a consensus, does anybody think that 60 
percent -- there'll be varying opinions about that --but I think 
as a target goal, that we should not be going below that in a 
35-year career, and that 75 percent would be probably one of the 
most generous pensions that one might reasonably expect to have. 
That's police and fire, typically after 25 years at age 
50 retire at 75 percent of pay. If that makes anybody sick, you 
know, we all should have been firepersons, and that wouldn't have 
been such a bad retirement. 
Somewhere between 60 and 75 percent is at the outer 
ranges. 
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1 Dorothy, and then I'd like to move on to the next 
2 section after a 5-minute in-place break. 
3 MS. MOSER: If one starts to teach markedly before the 
4 age of 30, and teaches beyond the age of 60, then the 60 percent 
5 thing that we're talking about, I think, currently as defined in 
6 law, you're talking about normal retirement age 60, with 30 






















CHAIRMAN ELDER: Right. 
MS. MOSER: Where people go beyond that age, or where 
they go with more years of service, then a retirement that is 
greater than 60 percent I find to be appropriate. I believe it's 
appropriate. 
And when you teach beyond age 60, your life expectancy 
for the time you are retired is a lesser number, and therefore, 
we're looking at a theoretical pool of money that's set aside, 
and the actuary says: We expect you to live this long and 
collect this amount of money. 
If somebody has taught 40 years, and they're past 60, 
and they get 80 percent of their final average salary, I don't 
have a problem with that. I don't think it's inappropriate. 
CHAIRMAN ELDER: Mr. Cox, for the period of time beyond 
age 65, is it one of the tiers' provision that it goes up above 
1. 7? 
MR. COX: No, I don't believe there is an improvement 
factor in any of the second tier proposals, and there is not a 
cap as to how much a person could earn. 
































CHAIRMAN ELDER: So, it would continue at 1.7 percent 
beyond age 65? 
MR. COX: Right. 
CHAIRMAN ELDER: And there would be no limit? 
MR. COX: No limit. 
CHAIRMAN ELDER: In other words, if you taught 50 years, 
it would be basically 1.7 times 50 years, or 85 percent, and 
you'd be real old. 
With that point --
MR. COX: Sir, I think it should also be remembered that 
we are talking about an optional tier. And the individual has 
the choice as to whether to go under this new formula or stay 
under the 2 percent at 60. It's up again to the education of the 
individual, educating the individual as to whether or not it's 
advantageous for that particular person. 
CHAIRMAN ELDER: All right, that's a good point, that it 
is not a mandation to the employee. 
With those comments, and we certainly can keep the 
record open afterward on this particular point, I'd like to take 
a five-minute break. 
(Thereupon a brief recess was taken. 
CHAIRMAN ELDER: Ladies and gentlemen, I wonder if we 
could return to our positions here and commence firing on Section 
· M, being early and late retirements and their relative values. 
MR. DOCTER: I thought we were on Section H. 
DR. KLUDT: What happened to H, I, J, K and L? 




CHAIRMAN ELDER: Good question. Someone flipped my 
3 DR. KLUDT: Good chairmanship. 
4 CHAIRMAN ELDER: I figured maybe if I just tried that, 
























MR. SLIVKOFF: You didn't get any objection from me. 
CHAIRMAN ELDER: Here we have the advantages and 
disadvantages inherent in a defined benefit and a defined 
contribution retirement plan. 
I might announce that I think there is a point of 
diminishing return as to how much of this we can deal with in one 
sitting. So what I would propose, unless there's an objection, 
is that we adjourn at 4:30, and I will be hosting a reception at 
Brannon's; is that correct, David? 
MR. COX: Rose is attempting to get it set up. 
CHAIRMAN ELDER: If we can get ourselves a padded cell 
down there somewhere, I will be furnishing the libations for 
those of us behind the rail at least. Oh, what the heck, 
everyone here in the room. Now the squawk boxes will be turned 
on all over the building. 
land 
(Laughter.) 
CHAIRMAN ELDER: I know how to get the press to listen. 
I wonder if we could talk about the relative advantages 
disadvantages of the defined benefit and contribution 
retirement plans. 
If you would introduce this section, Mr. Cox, we will 
entertain a question from Dorothy. 































MR. COX: Yes, Mr. Chair. 
Staff recommends that the state continue STRS as a 
defined benefit plan. However, if we go -- if you decide to go 
to a second tier, staff recommends that that second tier be 
supplemented, either with a defined contribution or defined 
benefit plan, possibly of the member's choice. 
CHAIRMAN ELDER: Could you give us an example of what 
you mean? Nothing comes to my mind. 
MR. COX: Well, any type of tax sheltered program, 
401(k), which will be discussed next, or any type of program that 
the employee may be encouraged to contribute. 
CHAIRMAN ELDER: And that the district would be the 
collection mechanism or not? 
MR. COX: Conceivably, or the System, or some private 
insurer. There are all sorts of combinations that could be 
considered. 
CHAIRMAN ELDER: All right. Dorothy, you had a question 
or comment? 
MS. MOSER: I simply needed to stated that I need to be 
excused at 4:10. I had planned to be back in less than 30 
minutes, but if you're going to adjourn at 4:30, then I will have 
to meet you where ever it is you're going to be. 
CHAIRMAN ELDER: Brannon's would be the choice. This is 
immortalized in the transcript. 
For the record, be it noted that there will be several 
other parties present, and we're talking about libations. 
. - --- --- . ·- .. --·- ---· 
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1 (Laughter.) 
2 MS. MOSER: Mr. Chairman, as I look at the 
3 recommendations for Appendix H, I would like to say that I do 
4 agree with those. 
5 MR. COX: Mr. Chair, reservations have been confirmed at 
6 5:30. 
7 CHAIRMAN ELDER: Well, we've gone through the critical 
8 part of this so quickly, it's just amazing! 
9 DR. KLUDT: Mr. Chairman, just a question. 
10 Are there any other options in a defined plan that, you 



















When you say a defined plan, is there another option? 
An undefined plan, I guess? 
CHAIRMAN ELDER: We have basically a defined benefit. 
Really, it's a defined contribution, and then there's the defined 
contribution with a defined benefit. 
What other options present themselves? 
MR. DOCTER: I think there are really only two we're 
talking about: One that you define the amount of the 
contribution~ and then the other, you define the amount of the 
benefit. 
CHAIRMAN ELDER: And vary the contribution with what is 
!assumed to be necessary, to some extent. 
I 
I I MR. DOCTER: Well, either that, or do what we're doing 
1




And that's what's got us in the pickle we're in. 





1 The point is that what seems to be corning a more 
2 prevalent form of system within particularly the private sector 
3 is that of defining the contribution, and then having that 
4 defined contribution grow, and it would grow by whatever 
5 investment rate it's at, and then the amount to be paid out at 
6 the end is whatever is available, as opposed to a specified 
7 amount, regardless of what has been put in there to fund it. 
8 CHAIRMAN ELDER: So, you check the Wall Street Journal 
9 and say: I'm retiring today if the stocks have gone up. 
10 I don't mean to pick on you like that; I'm sorry. 
11 DR. KLUDT: It would mean an open end benefit. 
12 MR. DOCTER: That's exactly right. 
13 MR. CRIPPEN: Did the staff consider a pure defined 
14 contribution plan: the employer contributes 7~ percent, and the 
15 employees have an option of contributing up to that amount, or 













CHAIRMAN ELDER: Do we have the person under whose 
portfolio this was, and would you come forward and be chewed up 
accordingly? 
Would you please identify yourself. 
MR. BRANAN: Torn Branan. 
To which question should I address myself? 
I 
MR. CRIPPEN: Did the staff consider a pure defined 
contribution plan, just the employer contributes X amount into 
the saving and loan, or some other program? 
MR. BRANAN: Yes, we did. We considered that as a pure 
defined contribution. 
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1 We looked at just a straight defined benefit, and also 



























MR. CRIPPEN: Why was just a pure defined contribution 
plan, I guess, rejected as I read the report? What were your 
reasons for rejecting it? 
MR. BRANAN: Primarily due to the risk inherent for, in 
this case, for the STRS member. I think the big difference 
between a defined benefit and defined contribution plan is who 
will bear the risk. And it was our feeling that for a defined 
contribution plan to be the sole retirement support for a STRS 
member put an unacceptable risk on the STRS member. 
CHAIRMAN ELDER: Whereas, if they were in Social 
Security, they'd have that as an augmentation to whatever might 
fall out of a defined contribution arrangement? 
MR. BRANAN: That's correct. 
MR. DOCTER: Did you consider the option of a defined --
I guess what I'm considering would be a defined contribution plan 
being that portion contributed by the employer being perhaps what 
it is today, and that portion by the employee being as 
contributed something like a 401(k), which is therefore tax 
deductible, or pre-tax dollars, and therefore would more than 
likely yield a greater amount to the employee upon retirement as 
mitigating that risk. 
I MR. BRANAN: What did you mean, the first part of that 
question, in terms of the employer contributing as they do now? 
MR. DOCTER: What I'm implying is that we stay with the 
same 8 and 8; that the employer continue to contribute his 8, but 































that we structure it in such a way that the employee's is a pre-
tax 8, which therefore ought to build to a larger amount over a 
period of time because it is a pre-tax contribution, and 
therefore mitigating the potential risk to the employee of the 
defined contribution instead of the defined benefit. 
MR. BRANAN: So the employee would be contributing 
before tax to a defined benefit plan? 
MR. DOCTER: To a defined contribution. 
MR. BRANAN: That was one of the things 
CHAIRMAN ELDER: Aren't they doing that kind of now? I 
mean, it's pre-tax. 
MR. BRANAN: It's after tax now. 
CHAIRMAN ELDER: I mean, you pay 8 percent of your gross 
salary; right? 
MR. BRANAN: After tax, you pay taxes on that 8 percent. 
CHAIRMAN ELDER: What you're saying is, the 8 percent 
would not be taxable? 
MS. CURTIS: Like IRA. 
CHAIRMAN ELDER: Anything further? 
MR. CRIPPEN: This, I guess, goes to Dave Cox. 
was there any consideration of sheltering the employee's 
contribution to the System in the manner of L.A. County? 
MR. COX: Well, that would not take legislation. I 
think it could be done right now by an individual school 
district. 
Whether or not consideration was given by staff, I do 
not know. In my opinion it could be done. 
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1 CHAIRMAN ELDER: We don't need legislations to have it 
2 pre-tax or post-tax? 
3 MR. COX: Not under present IRS ruling. The University 
4 of California has done it; L.A. County has done it; the County of 
5 Orange has done it; PERS is looking at it. 
6 I do not believe you need state legislation. You need a 
7 request from the employer, but it must be approved by the federal 
8 government. 
9 CHAIRMAN ELDER: A school board would do that? 
10 MR. COX: Could do it, yes, sir. 
11 CHAIRMAN ELDER: In other words, you mean everybody out 
12 there could get a raise that would cost absolutely nothing if the 
13 school boards would seek to do this? 
14 MR. COX: For some reason it doesn't seem to be that 
15 popular a program, either through ignorance on the part of the 













CHAIRMAN ELDER: Well, I know in the Legislature, for 
all of you who are legislative employees and may wish to know 
what it is that we haven't done it, I have been advocating that 
we try to make our legislative contributions to the retirement 
system not subject to taxes. I have not had much success. 
I'm, perhaps, least affected by it than anybody, because 
/ I don't make any retirement contributions because I don't belong 
! to a retirement system, but in any event, we are exploring that 
so that everybody who can can get a raise to the extent that they 
pay federal and state income taxes. 
That's interesting. No law is required to do that. 
-·------- --- ---------------·-------·--·---··-----··--. -- ______ .. __________ _ -- -·--- ----------·· -----·-----· .. ------------------------
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1 MR. DOCTER: Don't we now have a law on the books that 
0 
2 requires the contributions to STRS? And what you're saying is 
3 that anything that you're talking about would have to be over and 
4 above that current 
5 CHAIRMAN ELDER: No, what happened was, the Internal 
6 Revenue Service determined that since these contributions are 
7 being made, you could avoid taxation on them because they're 
8 essentially the same thing as an IRA or some other thing that is 
9 not subject to tax. This is a ruling of the IRS, and so we don't 
10 need any legislation to do that. 
11 We just need for the boards of the various school 
12 districts involved to make a resolution and request not to pay 
13 taxes on it. So, we are all being taxed, those of us who are 
14 members of retirement contributions, by the current arrangement, 
15 but it could be changed by board action of the various school 
16 districts, or in my case, the action of the Rules Committee in 
17 the Assembly on our retirement contribution. 
18 MR. DOCTER: Just before I relinquish the microphone, 
19 and I'll be happy to after this, I would not like to see us pass 
20 this by, the question here of defined contribution. I don't 
21 think we ought to dismiss it as the recommendation stands. I 
22 think it ought to continue to be --
23 
CHAIRMAN ELDER: That would seem to be, to me, perhaps 
24 




Perhaps you could give that some thought and a 
I 
27 
I considered answer. I think that's a very constructive 
28 
alternative. 
-· -·~ ·-------. --·-·-···---···- _____ ..;,__ ________ - ·-·----·-------------------------··· - . -----------------~--·--------·--------------·· .. - . 
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1 Dorothy, did you have something to add? 
2 MS. MOSER: Yes. 
3 You authored legislation that has not been chaptered 
4 that would have provided that you could negotiate within your 
5 district for the board to pick up your 8 percent, and it would 
6 then have been a post-tax kind of thing, contribution. 
7 I am very interested in the IRS ruling that deals with 
8 your being able to show your contribution as, I would assume, a 
9 deferred comp. kind of thing. 
10 MR. COX: The IRS ruling requires that for purposes of 


















contributions. The employee still pays the contribution, where 
1265 would allow the employer to pay the employee's contribution. 
MS. MOSER: I would like to be supplied a copy of that 
ruling, and I'd like to have it mailed to me as soon as possible. 
CHAIRMAN ELDER: All right, I think he'll do that. 
MS. CURTIS: That was exactly my request. Since this is 
the first I've heard of that, I certainly would like to have it 
in my hands in writing. 
CHAIRMAN ELDER: I think some boards are going to be 
hammered on pretty quickly here. 
We will take your admonition, Mr. Docter, with respect 
l
i to the defined contribution idea, and look at it as an 
alternative, and I think there is some merit in considering it 
I further. 
What's the next letter everybody else has? I've struck 
out here on the alphabet a couple of times. 
































MR. COX: Section I refers 
CHAIRMAN ELDER: Refers to vesting. 
MR. COX: Right, whether or not we should go from a 
five-year vesting to a ten-year vesting period. 
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CHAIRMAN ELDER: This is where I got so exercised about 
the fact that it was only, I believe, a .18 savings. And you 
guys, did you recrunch the numbers or come to any contrary view? 
MR. HULSE: Yes, the answer to go to ten-year vesting is 
.36; it's double the figure, but it still was not as large as you 
had anticipated. 
CHAIRMAN ELDER: It's a hell of an increase, though, 100 
percent. 
I feel vindicated. Finally something has happened that 
I thought was amiss, and it turned out that it, perhaps, was. 
That's a tentative thing. 
Jean and then Mr. Crippen. 
MS. CURTIS: I have a question here, because I didn't 
understand part of what was in there in terms of vesting. 
The statement was made on page I-3, second whole 
paragraph: 
"The establishment of a 10 year 
vesting requirement in STRS for 
both service retirement and 
disability could cause individuals 
to have up to 10 years of service 
as a California teacher excluded 
from any retirement credit." 
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1 I never understood vesting to mean that. Vesting to me 
2 meant that you couldn't collect anything until you had been there 
3 however many years it takes you to vest, but that it did not 
4 remove it from your credit toward retirement. 
5 Are you saying, yes, that does? 























eventually you carne back. 
MS. CURTIS: Well, I mean assuming, let's say, that 
we're talking about the career teacher, okay? And the way I read 
this makes it sound like if it takes ten years to vest, then I'm 
going to have to work however many more years, and I can't count 
those ten years toward 
MR. COX: The way I would read this would be that a 
teacher who taught for nine years, then quit, would not be 
eligible for any vesting rights whatsoever. 
MS. CURTIS: For retirement. 
MR. COX: For retirement, but were we still under a 
five-year vesting period, a teacher that taught nine years and 
quit would be eligible to leave his or her contributions in the 
System a.nd sometime at a future date be eligible for retirement 
benefits. 
MS. CURTIS: So, you're not talking about losing --
MR. COX: I understand what you're saying. I think this 
is unclear. 
MS. CURTIS: Okay, because that didn't make sense to me. 
































MR. HULSE: Saves .36 percent of payroll, or a third of 
a percent of payroll. 
CHAIRMAN ELDER: It's a significant reduction. 
MS. CURTIS: Yeah, that would be with ten years' vesting 
for retirement, but five still for disability or not? 
CHAIRMAN ELDER: I think disability is one year~ isn't 
it? 
MS. MOSER: Five. 
MR. HULSE: The .36 is to change both disability and 
service. If you changed only service and not disability, it 
would be .26 percent. 
MS. CURTIS: Thank you. 
CHAIRMAN ELDER: Dorothy. 
MS. MOSER: There have been very many people who would 
not be opposed to a ten-year vesting, and another change that 
would need to be made in the law would be that if you stop 
teaching, you didn't automatically return the money to the people 
until such time as they had requested it. That would prevent our 
sending them nine years' contributions, and then having them come 
back and teach five more years, and have to figure out how am I 
going to get that nine years back in. 
I don't have any problem with ten-year vesting at all. 
This is something that's required in the ERISA law, and there 
have been many teachers, both active and retired, who have look 
at ten-year vesting as not a bad thing. But it would require a 
change in the Ed. Code also that says that if you quit in less 
than five years, we send you your money back. 
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1 CHAIRMAN ELDER: How much were you saving? The question 
2 is, what do you save by making them request the money? 
3 You•d probably save quite a little bit. 
4 MR. HULSE: I 1 m somewhat confused by the statement, Ms. 
5 Moser, because we do not currently refund money until you apply 
6 for it, when you leave with a year•s service or whenever you 
7 leave. Your money stays until you ask for it, regardless of the 
8 
9 
!amount of service. 
I Then I believe we are not complying with the MS. MOSER: 
10 law. I think there•s a funny thing in the law that says if you 
11 have not vested, and you leave teaching, that there•s an 
12 automatic return of the funds. 
13 I could be in error; that could have been in the law and 





CHAIRMAN ELDER: Would you look at that? We might have 
a bigger unfunded liability than we think. 
Rebecca. 
MS. TAYLOR: Do we have any statistics of those people 
19 who retired, say, for the last five years, what kind of service 
20 they had? In other words, if we went to ten-year vesting, what 








we heard at the last meeting that once people had taught -- I 1 ve 
I 
forgotten, three or four years, 
, teachers; that the dropout rate 
then they tended to be career 
is up front. 
I I think there probably are some statistics available 
that would profile that perhaps a ten-year vesting period 
wouldn 1 t really impact very many teachers. 
- ··--·- ·---- ··~ ··-- ___________________ ._. ___________________ _ 

































MR. HULSE: You'll find the answer to your question in 
the next-to-last paragraph on page I-3. 
MR. SLIVKOFF: I think Dorothy's mistaken on the vesting 
under five years. I think the System is justified in holding the 
money until the people actually ask for it. 
But I'm just wondering, what is the percentage of 
individuals that retain money in the System that do not ask for 
it back until, you know, of those who leave teaching? Is it ten 
percent, forty percent? Do we have any statistics on that, Wes? 
MR. HULSE: It's a relatively small figure. I do not 
have it. I do have an analysis somewhere in the shop on current 
inactive people, and how long they've been inactive, that have, 
you know, X years of service and have their money in the System. 
We have people around now who've been inactive for ten 
years that still have money sitting in the System, sometimes for 
less than five years of service credit. Which means that they're 
not vested yet even. 
MR. SLIVKOFF: I would encourage them to leave it in. 
CHAIRMAN ELDER: Right. 
Mr. Crippen, you had a comment? 
MR. CRIPPEN: My only comment was that the vesting 
requirement under ERISA's ten years. That's the maximum vesting 
requirement. People can have less than ten years. 
Doesn't seem to me to be inconsistent to have a ten-year 
requirement here. 
CHAIRMAN ELDER: Well, it doesn't seem to be a terrible 
objection to the ten-year vesting element. Again, we're talking 
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1 about optional, so that no one would think that they are -- is it 
2 your provision that the optional be for existing employees and 
3 future? 
4 MR. COX: No, that would be up to the Panel. As you are 
5 well aware, the new state second tier is optional to existing 
6 employees and to future employees. Whether or not that's a 
7 unique provision, or it's something you would want to consider 
8 would be up to the Panel. 




















MR. COX: Absolutely. It should also be noted that the 
ten-year vesting feature is in the second tier for state 
employees. 
CHAIRMAN ELDER: Jean. 
MS. CURTIS: A question and a comment. 
First, I'm getting confused now as to what you mean by 
optional. The two possible second tiers that you're proposing 
here would be optional for both old and new employees? 
MR. COX: One possible way of going would be to allow 
existing employees to opt into the second tier initially, and 
then have a yearly open period, say a 30-day period each year. 
MS. CURTIS: For those already employed? 
MR. COX: Right. 
MS. CURTIS: What was your intent --
MR. COX: With new employees coming in after a specified 
future date, they would automatically be placed in the second 
tier with 120 days in which they could opt into the original 
tier, were they to choose to do so. 
































CHAIRMAN ELDER: Or some other tier. 
MR. COX: Or some other tier. But once that 120 days 
had expired, then you're going to make them subject to an open 
period, or you could have them remain in the second tier. 
There's all sorts of scenarios. 
MS. CURTIS: I guess my understanding of what we were 
presented with was something that would be like this will apply 
for those who were hired from now on, and the others might have 
an option, but other than that --
MR. COX: I'm just throwing this out. 
MR. CURTIS: Okay, so you are not proposing either one? 
CHAIRMAN ELDER: This is a critical consideration. 
MS. CURTIS: Well, I just hadn't thought of it in that 
light, with the people being able to move back and forth. 
The comment I have is, I think for retirement purposes, 
I would be perfectly happy with the ten-year, because if it does 
save some money, that's good, and it couldn't hurt anybody in 
terms of vesting. If you're really interested in retiring, 
you're going to be staying around at least ten years. 
However, I would not like to see the disability part 
have to have a ten-year vesting, because that's a whole different 
ballgame. Theoretically nobody plans to become disabled. And on 
the death benefit, probably a year is good the way it is. Those 
things you don't plan on. And I wouldn't want to see someone 
lose that. 
CHAIRMAN ELDER: Well, you know, in discussing this, the 






























someone is in the System and they die within the first year, I 
mean, you talk about tragic circumstances, that would be it; the 
$2,000 death benefit would probably not occur that many times. 
As to the disability element, as I understand this 
second tier, are you talking five years; is that correct? 
MR. COX: That is a possible recommendation. I think 
the staff recommendation is ten years for service and five years 
for disability. But there again, it's a suggested approach. 
CHAIRMAN ELDER: Well, the question of vulnerability is 
probably most great after the first year. I guess from a 
personal point of view, it seems to me the death benefit should 
be, you know, right from the very beginning, because what are we 
talking about, 12 months. It's such a tragic situation that 
hopefully we wouldn't be talking about that many cases. 
As far as the disability is concerned, here again, those 
first five years are probably when people are the most 
vulnerable, with the likelihood of having small children. 
Perhaps this is a part where I come down a little bit on 
the more generous side, and that is zero years as far as death 
benefit, and one year as far as disability, recognizing that the 
disability will be figured on, perhaps, a much lower wage in 
those first five-year periods. 
I'd like to see what the implications of that are and 
really think more about one year versus five. 
DR. KLUDT: Mr. Chairman, I wanted to go back to 
vesting, because I thought I understood it, and now I'm not sure. 




1 If I'm in the System for 9~ years, and there's a 10-year 
2 vesting period, and I go somewhere else and start bartending 
3 instead of teaching. At that time, I can ask for my own money 
4 back, plus probably a small interest; is that right? 
5 MR. HULSE: That's right. 
6 DR. KLUDT: But the rest of the money stays that was 
7 given by the employer, that stays? 
8 MR. HULSE: That's right. 
9 DR. KLUDT: That's different than most programs in 



















in this case it stays in the System; is that right? 
MR. HULSE: That's right. 
DR. KLUDT: So it would seem that that would be a source 
of income to the System. 
CHAIRMAN ELDER: Absolutely. 
So what we should be doing to solve the problem is 
encouraging teachers to quit after 9~ years, and we wouldn't have 
any problem. If we could just do that, then there would not be 
any unfunded liability. 
I wonder who will have that task? Probably me; we get 
everything else around here. 
All right, next is service retirement formula. 
MR. COX: Normal retirement age, Appendix J. 
CHAIRMAN ELDER: Why do I keep doing this? I know what 
it is; I try to get a lead on where we're going here. 






























You can see I'm anxious to get to the end here, and I'm 
most anxious to get to this section here -- maybe I should just 
interject that we're going to leap ahead here to Appendix AA. 
May I, as the author if AB 1342, which is much maligned 
in this report, suggest to all of you that the reason that there 
isn't a home loan program for members of PERS is because PERS 
opposed my bill as it went through the legislature. As is 
usually the case, bureaucrats have gotten even with me and have 
not issued more than one loan in the four-year history of this. 
So, I just want to suggest to you that while there are 
problems with the current program, PERS has not come forward with 
recommendations on how those problems might be resolved. 
I think the comments in the study here are a little bit 
harsh as it relates to a home loan program for workers. 
And I find it really amusing that we are now projecting 
an 8-3/4 percent rate of return~ isn't that right, Mr. Hulse? 
MR. HULSE: That's right. 
CHAIRMAN ELDER: In terms of our actuary assumptions? 
MR. HULSE: That's right. 
CHAIRMAN ELDER: It's 8-3/4 percent, and we certainly 
want to do anything to make sure that these poor teachers could 
get a mortgage below 13 percent. I mean, that would just be 
terrible! Imagine that! We'd only get, if they got a 10 percent 
mortgage, and they were exceeding the actuarial rate of return by 
a percent-and-a-quarter, that would be a terrible travesty of 
justice. I just think that's an interesting comparison. 

































MR. SLIVKOFF: Well the item that we should have been on 
I think we've already discussed, about the normal retirement age. 
CHAIRMAN ELDER: Are you stipulating my comments with 
respect to the home loan program? 
MR. SLIVKOFF: I think on the topic you just concluded, 
I heartily recommend the home loan program. 
CHAIRMAN ELDER: Well, thank you. It's nice to be among 
friends. 
Carl. 
DR. KLUDT: I had a quick question about normal 
retirement age. 
My feedback that I've gotten is --
CHAIRMAN ELDER: We're now regressing back; we're now on 
J; is that correct? 
DR. KLUDT: It's just a quick question. 
Has any consideration been made to what the districts, 
how their response is going to be on this, because down South, 
they're pushing early retirement like you can't believe. The 
districts want to get these people retired so --
CHAIRMAN ELDER: Regretfully not at the superintendent 
level. 
DR. KLUDT: No, but they want to get the experienced 
teacher who's making the higher salaries out of there, bring in 
part-timers and young people who work for less. So consequently, 
that might get a lot of resistance from the districts themselves. 
Now, I don't know whether any sampling has been done on 






























think it should be considered, how the districts would feel about 
increasing that early retirement age. 
There's a possibility it might be a real bad situation. 
MR. COX: I think that's a good point, Doctor, and we're 
right at the point now of seeking input from associations like 
the California School Board Association and the others. 
This would not preclude, however, some sort of 
supplemental early retirement program, such as we have in the 
present law, the 30 and out, so to speak, program that could be 
available to a school district. 
CHAIRMAN ELDER: Judy. 
MS. POWELL: I'd just add to that, you can expect those 
of us who have been around this particular barn before, and I'm 
sure Dave is sitting over there saying: Ha, ha. 
You can absolutely count on the fact that groups like 
the CTA will violently oppose it. No question about it. 
CHAIRMAN ELDER: And we have 1100 school boards, and 
they will certainly want to enlighten us with their wisdom, 
together with the various county superintendents of schools, 
which I'm always delighted to hear from because it reminds me of 
how much I would really like to get rid of county superintendents 
of schools, county school boards being an anomaly of a bygone 
day. And then that helps me think about the state school board 
situation, which is another $100 million empire that ought to 
crumble as being arcane, to be charitable. 
I people. 
But anyway, we're going to hear from all manner of 
And all of us are going to be tarred with brushes that 
we may not wish to be tarred with. 


































Be assured that whatever's in this report will be 
misrepresented, broadly and widely, and perhaps even universally, 
and that all of us will be -- we might be as infamous as the 
Chicago Seven; we might be known as the Sacramento Thirteen. The 
Gang of Thirteen that did it to all the teachers of the world. 
So, be ready to toughen up your skin. I think we had a 
little sampling of that earlier today, where we were basically 
the rejected, which is something you have to deal with in public 
service. 
So, I guess as far as the normal retirement age, there's 
not a whole lot to add to there. I think Dorothy said it all 
earlier. 
We could move on and try to wrap up here with K, and 
then that'll be our last section before beginning tomorrow at 
9:00. 
MR. COX: Section K relates to service, the basic 
service retirement formula, which is comprised of three 
components: the age at retirement; the basic factor, retirement 
factor; and final compensation. 
As you are well aware, final comp. is defined as three 
consecutive years' salary. Under PERS law that is an option, and 
a school district can choose one year's salary as opposed to 
three. And there has been talk of extending that to five 
consecutive years. 
So, that's another option that could be considered were 































CHAIRMAN ELDER: How about the possibility · that when 
someone leaves a classroom for upward promotion, that they be 
kicked into PERS? Have we looked at that? 
I mean, there's enough bureaucrats already; why should 
we reward them? Kick them up into PERS for the remainder of 
their --
MR. COX: I think that's a valid point, Mr. Chair. 
Employees in the State Department of Education can opt into 
either STRS or PERS. 
CHAIRMAN ELDER: I think it should be an automatic 
kicking upstairs. It certainly would reduce, if we did that, all 
nonclassroom employees, if that can be defined, would be kicked 
into PERS. That action alone might solve our unfunded liability 
in its entirety. 
Perhaps that one, while a little more expensive, would 
put the burden where the burden belongs, on the bureaucracy of 
school districts. 
Ken, you have some comment? 
MR. DOCTER: Perhaps I'm losing the benefit of that 
process? 
CHAIRMAN ELDER: What's happening -- and the thing I'm 
!referring to is--
1 MR. DOCTER: I know, we kick them upstairs in the last 
I three years in order to get the three-year 
II 
CHAIRMAN ELDER: No, no, no. This would not be that. 
Basically what I think the school districts are doing is 
that they are giving what in the military world is referred to as 
·-······-·· ... -·-- ____ .,. ______ ,. __ --·----- --·-------------
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tombstone promotions, where an individual is kicked up to a 
fairly high salary level in the last three years of his service. 
All of us in California pay for those kinds of personnel 
practices. And the fact is, it doesn't cost the district one 
cent more to do that. 
What I'm suggesting is that when a person is not 
involved in a classroom teaching situation, they in fact should 
not, perhaps, be considered for the State Teachers' Retirement 
System for that period of time that they're not in the classroom; 
that they become part of PERS. Meaning custodians in PERS, you 
know, the painters, the electricians, the maintenance people, the 
cafeteria workers, all these people are in fact now in PERS at a 
greater cost to the district. 
What I'm saying is, if you're going to take them out of 
the classroom, they are in effect not operating as teachers; 
they're operating as something else. And perhaps the thing to 
consider is that at that moment, then they get put into PERS. 
If that were to happen, the unfunded liability of STRS 
would be substantially reduced, because the teachers, since they 
don't control the bureaucracy of the school district, tend to 
I make less money than anybody. So, as a result of that, we could 
I substantially reduce the cost of pension benefits. 
Recently in the school district in -- what was that --
the Fontana School District gave their Superintendent one year of 
sick leave, just gave it to him, and added to his final comp. 
figures, and would have substantially enhanced his retirement 
benefits. 
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1 STRS, to their credit, rejected that claim as being 
2 something that they would have to fund themselves. They had an 
3 opinion from County Counsel that, in fact, it would have been no 
4 cost to the Fontana School District. 
5 So, all of us in the STRS system would have had to eat 
~ 6 that increased actuarial burden. So, one of the things we might 
7 want to consider is those who are not in the classroom would 
8 automatically at that point enter the PERS system as an incentive 
.' 9 to get a greater percentage of the work force in the classroom, 
10 where I think they belong, because it's cheaper. 


















appreciate everybody's attention. This is a very long hearing. 
Tomorrow we will resume at 9:00, and I'm confident we 
can complete both the residual of this volume and the other 
volume, and then commence with the afternoon agenda. 
Thank you all. 
(Thereupon this Meeting of 
the ACR 62 Study Panel was 
adjourned at approximately 
4:35P.M.) 
--ooOoo--
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